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Corporate Headquaml:rs
49 Commons Loop
Kalispell, MT 59901-2679
(406) 756-4200

Board of Directors
Everit A. Sliter, Chairman
CPA/Jordahl & Sliter, PLL.C and Chairman of Glacier
Bank

Michael J. Blodnick' l
President/CEQ of Glacier Bancorp, Inc. (the
“Company™} !

James M. English i
Attorney/English Law Firm and board member of
Mountain West Bank i

Allen I. Fetscher oo

Chairman of First Security Bank of Missoula, President
of Fetscher’s Inc., Vice President of American Public
Land Exchange Co. Inc., and owner of Associated
Agency !

Jon W. Hippler

President/CEQ of Mountain West Bank

Craig A. Langel |
CPA/CVA, President of Langel & Associates, P.C.,
owner and CEQO of CLC Restaurants, Inc.

L. Peter Larson
Retired Chairman/CEO of Amencan Timber Company

Douglas J. McBride OD, FAAO

Doctor of Optometry and board member of Western

Security Bank

John W. Murdoch
Chairman of Murdoch’s Ranch & Home Supply, LLC
and board member of Big, Sky Western Bank

Stock Listing :
Glacier Bancorp, Inc.’s common stock trades on the
NASDAQ Global Select- Market under the symbol
GBCI. There are approxlmately 12, 173 sharcholders
of Glacier Bancorp, Inc. stock.

Investor Information
www.glacierbancorp.com

Corporate Officers
Michael J. Blodnick
President/CEO

James H. Strosahl
EVP/CFO/Secretary/Treasur
(retired March 31, 2007)
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Ron J. Copher
SVP/CFO
(effective March 31, 2007)

Marcia L. Johnson
SVP/Operations

Barry L. Johnston
SVP/Credit Administration

Mark D. MacMillan
SVP/Information Technology

Robin S. Roush
SVP/Human Resources

Ryan T. Screnar
SVP/Internal Audit

T.J. Frickle
VP/Enterprise-Wide Risk Manager

April D. Kelso
VP/Compliance

Sam G. Mauch
VP/Information Security

.Donald B. McCarthy

VP/Controller

Glenn G. Nelson
VP/Information Technology

Independent Registered

Public Accountants

BKD LLP

1700 Lincoln Street Suite 1400
Denver, CO 80203

Legal Counsel

Hash and O’Brien PLLP
136 First Avenue West
Kalispell, MT 59901-4442

Christensen, Moore, Cockrell, Cummings
& Axelberg, P.C.

160 Heritage Way, Suite 104

Kalispell, MT 59904

Graham & Dunn PC
Pier 70, Suite 300

2801 Alaskan Way
Seattle, WA 98121-1128

Cover photo by: Douglass Dye
Lake Josephine, Glacier National Park, Montana
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Mountain West Bank

Main Office: :
125 Ironwood Dr. -

Coeur d'Alene, ID 83814,

(208) 765-0284 |
i

Branch Offices:

1715 West Kathleen Ave.
Coeur d'Alene, ID'ISJSM

I
305 West Prairie Ave.
Hayden, ID 83835

709 East Seltice Way
Post Falls, D 83854

N
433 North 16th St.|
Boise, ID 83702 '

80 South ColeRd:!

Boise, [D 83709 ;'
-

7107 West State St.

Boisc, ID 83714 |

800 West Bannock St.
Boise, ID 83702 |
4250 East Fairview Ave.
Meridian, 1D 83642

2970 East St. Lukes Dr.
Meridian, ID 83642
1

2024 Caldwell BI({Ed.
Nampa, ID 83651 |

|
1223 12th Ave Rd.
Nampa, 1D 83686 ;o

)
491 Sun Valley Rd: East
Ketchum, 1D 83340 '

206 North Main '~ '
Hailey, ID 83333 |

i
201 East Superior St.
Sandpoint, ID 83864

476655 Highway 95 North
Ponderay, ID 83852

7186 FirstSt.
Bonners Ferry, ID 83805

1600 East Riv'eréi;ic St
Eagle, ID 836[6 !

»

1

t
l IOl South Main
Brigham City, UT 84302

17'{6 Park Ave., #101

Patk City, UT 84068

330 North Washington Ave.

. Ncwport WA 99156

l
22?13 Main St.
Tone, WA 99139

12 ] 20 East Mission Ave.
Spokane Valley, WA 99106

Directors:

Ch:arles. R. Nipp, Chairman
Dennis Downer

Jat%nes M. English

Thomas Gibson

Jon W. Hippler

. Stephen F. Meyer

L Mlchae] Patano +
Don Shepherd

James H. Strosahl
Thomas K. Thilo, M.D.

Glacier Bank

M;ain Office:

202 Main St.

Kalispell, MT 59901
(406) 756-4200

Branch Offices:
49 Commons Loop

Kallspe]l MT 359901

490 West Reserve Dr.

' K:aiispeu MT 59901

2l99 Highway 2 East

Kallspell MT 59901 *

615 California Ave.
Lilbby, MT 59923

It:i Second Ave. West
Polson, MT 59860

-822 Nucleus Ave.

Columbia Falls, MT 59912

8] 11 Highway 35
Bigfork, MT 59911

, 3701 Harrison Ave.

Butte, MT 59701

1880 Harrison Ave.
Butte, MT 59701

307 East Park St.
Anaconda, MT 59711

Directors:

Everit A. Sliter, Chairman
Kristen Heck

Dallas I. Herron

Mar¢ia L. Johnson

Robert F. Leipheimer

" David P. Meredith

Van Kirke Nelson, M.D.
Robert A. Nystuen
James H. Strosahl

Sally Thompson

First Security Bank
of Missoula_

Main Office:

1704 Dearbomn

- Missoula, MT 59801

{406) 728-3115

Branch Offices:

541 East Broadway
Missoula, MT 59802

3220 Great Northem Way
Missoula, MT 59808

2601 Garfield
Missoula, MT 59801

100 East Broadway

Missoula, MT 59802

"' 320 West Broadway

Missoula, MT 5?802

" 3045 North Reserve

Missoula, MT 59808

4055 South Highway 93
Missoula, MT 59804

501 North First St.
Hamilton, MT 59840

100 Main St.

. Hamilton, MT 59840

297 Woodside Cuquf Rd.
Corvallis, MT

510 West Railroad
Plains, MT 59859

107 South Fulton |
Thompson Falls, MT 59873

Directors: _
Allen J. Fetscher, Chairman
John M. Bartos

William L. Bouchee
Scott M. Burke

Harold J. Fraser

Michael Harrington
Marcia L. Johnson
Walter Muralt .
Kathy A. Ogren

James H, Strosahl
Christopher B. Swartley .«
Dennis H. Toussaint
Stanford L. Zimet

First National

.Bank of Lewistown

Main Office:

224 West Main
Lewistown, MT 59457
(406) 538-747]

Directors:
Jack Morgenstern, Chairman
Alan R. Aldrich

"Steven H. Balster
"Michael J. Blodnick

Dean M. Comes

* ‘Gregory A. Smith

Russel J. Spika
William C. Spratt
John R. Swanz

Western Bank of Chinook
Main Office;

327 Indiana St.

Chinook, MT 59523

(406) 357-2244

Directors:
R.H. Sizemore, Chairman
Dean M. Comes

J.R. Inman
Nellie Obrecht
Warren Ross
Robert Sharples
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Western Security Bank
Main Office:

2929 3rd Ave. North
Billings, MT 59101
(406) 238-8100

Branch Offices:
2401 Grand Ave.
Billings, MT 59102

2955 Grand Ave.
Billings, MT 59102

2675 King Ave. West
Billings, MT 59102

1546 Main St.
Billings, MT 59105

495 Main St.
Billings, MT 59102

2845 Old Hardin Rd.
Billings, MT 59101

2812 1st Ave. North
Billings, MT 59101

20 Montana Ave. 7
Laurel, MT 59044

Directors:

Ruben R. Day, Chairman
Michael J. Blodnick
Jerald D. Evenson

Lori A. Forseth, M.D.
Douglas J. McBride, OD
Matthew J. McDonnell
John V. Negu o
James D. Walker

John O. Weber

1st Bank

Main Office:

1001 Main St.
Evanston, WY 82930
(307) 789-3864

Branch Offices:
125 North 2nfd'St.’
Evanston, WY-82930

~
e .,
T WL

900, North Highway 414

716 Pine Ave,
Kemmerer, WY 83101

314 South Washington St.
Afton, WY 83110

0. Taylor Middleton
John W. Murdoch
Michael R. Scholz

Valley Bank of Helena

" Main Office:

79 Highway 89
Alpine, WY 83128

221 East Pine St.
Pinedale, wY 82941

601 North Front St.
Rock Springs, WY 82902

Directors: .
Weston R, Barker, Chairman
Michael J. Blodnick

Kim Charles

Rudy Ellingford

. Judson E. Faler - !
‘Gerald L. Goulding
+Eddie O. Hunsaker

David D. Madia
Michael Seppala

Big Sky Western Bank
Main Office:

4150 Valley Commons
Bozeman, MT 59718

(406) 587-2922

'Branch Offices:

7730 Shedhorn Dr.
Bozeman, MT 59718

106 East Babcock

. Bozeman, MT 59715

55 Lone Peak Dr.

.Big Sky, MT 59716 -

300 Jackrabbit Lane
Belgrade, MT 59714

-Directors:

George B. Hagar, Chairman
Douglas Alexander
Michael J. Blodnick
Edward Brandt

Don J. Chery

- Ardyce DeVries

Robyn L. Erlenbush

Mountain View, WY 82939  William Martel

R

I/. ‘

* Location anticipated as résult of the acquisition of
North Side State Bgigk during the second quarter 2007

i . /;
N

3030 North Montana Ave.
Helena, MT 59601

' (406) 495-2400

Branch Offices:
1900 9th Ave.
Helena, MT 59601

306 Euclid Ave. -
Helena, MT 59601

321 Fuller Ave.
Helena, MT 59601

3171 North Montana Ave, :
Helena, MT 59602+

101 Lane Ave.
East Helena, MT - 59635

Directors:

John P. Poston, Chairman
Tanya M. Ask '
Michael J. Blodnick '
Kenneth V. Carpenter, M.D. -
Cary A. Hegreberg

Ronald S. Mercer
Bruce D. Mihelish
J. Andrew O'Neill
Robert J. Peccia
Joseph F. Shevlin
Thomas J. Trebon

H
Glacier Bank of Whitefish
Main Office:
319 East Second St.
Whitefish, MT 59937
(406) 751-4930

Branch Office: "
222 Dewey Ave.
Eureka, MT 59917

Directors: _
Michael. J. Gwiazdon, Chairman
Bee Gee Cole

Dale G. Duff

Sean §. Frampton

Michael T, Henry

Thomas H. LaChance
Patrice B. LaTourelle
Robert C. Love
Charles R. Newton

- Russell K. Porter

James H. Strosahl

Citizens Community Bank
Main Office:

280 South Arthur
Pocatello, 1D 83204
(208) 232-5373

Branch Offices:

.- 2000 Flandro Dr.

Chubbuck, 1D 83202

2797 South 25th East
Ammon, ID 83406°

452 North 2nd East
" Rexburg, ID 83440

-Directors: .
" Gary N. Blanchard, Chairman

Michael J. Blodnick
Ralph G. Cottle

H. Brent Hill
Thomas J. Holmes

‘W. James Johnston

William A. Knick

James E. Lee

Diana B. Lyon ‘
Kenneth A. Satterfield ‘
Alan E. Stanek

First Natignal
Bank of Morgan
Main Office:

120 North State + .,
Morgan, UT 84050
(801) 829-3402

Branch Office:
5015 West Old Hwy. Rd. .
Mountain Green, UT 84050

Directors: .
George N. Francis, Chairman
Michael J. Blodnick

A. Kirk Francis

Phillip N. Francis

Stdnton R.-Nielsen

David Rich

Richard K. Sommers




'f  Stock and Dividend Information

|

i 2006 Cash Divide

Record Date
April 11, 2006
July 11,2006
Oct 10, 2006
Jan 11, 2007

nd Data

i’éxmbnt Date"

© April 20, 2006
July 20,2006 .
Oct 19, 2006
Jan 18, 2007

-

Anticipated Dividend Dates 2007 (*)

|
¢ Record Date
April 10, 2P07
July 10, 2907

Oct 9, 2007

Jan 8, 2008

- *
N

Payment Date e,

April 19, 2007 o
July 19,2007 - T .
Oct 18, 2007 :

Jan 17, 2008

(*) Subject to approval by the Board of Directors

Share Amount '
*$0.11 =

b U $011

$0.11
$0.12

‘" Anticipated Earnings

Announcement Dates (*)

i+

April 25, 2007’

July 26, 2007

October 285, 2007
January 31, 2008 ’

! Common Stock Price (1) =
i 2006 2005 2004 2003 000 D 2001
High VR $25.25 $22.33 $19.14 $14.08 $9.69 T %822
LOW.rssimmssssursionssscrrmmsnssssnsinndssses $18.55 51405 " $12.59 £9.07 $7.41 $4.75
Close $24.44 $20.03 $18:15. $13.85 $9.14 $8.08
Pricelli:.arnings {7 F——.— 19.9 18.0 .l 8.7~ 16.5 12.5 15.1
" (1) Restated for stock dividends and stock splits. -
{2) Based on closing stock price and basic eamnings per share as of and for the year ended December 31.
!
- . v - e
i | Ten-year Dividend History
I
o Cash Dividends Stock Distribution Date of
Year Declared (1) . SN Dividends/Splits Stock Dividends/Splits
1997 $0.15 3 for 2 stock split May 27, 1997
) 1998 "$0.18 77 " 10% Stock Dividend October 1, 1998
1999 $0.23 10% Stock Dividend ‘May27, 1999
2000 $0.23 10% Stock Dividend May 25, 2000
2001 $0.23 None . None
2002 $0.26 None ) None
S, - 2003 $0.32 + 10% Stock Dividend May 22, 2003
" 2004 $0.36 5 for 4 stock split May 20, 2004
2005 $0.40 5 for 4 stock split May 26, 2005
2006 $0.45 3 for 2 stock split December 14, 2006

' T

(1) Restated for stock dividends and stock splits.

Ten-year compound total return is 19.0%.

[en-year compound annual dividend growth rate is 12.7%.

e e

Shareholders may reinl’est their dividends and make additional cash purchases of Glacier Bancorp, Inc. .

common stock by participating in the company’s dividend reinvestment plan. Please call American

Stdcl; Transfer & ’Il‘rusl Company 1-877-390-3076 for information and to request a prospectus.

|




..Stock Pé_rformapce Graph

]

The following graphs compare the yearly cumulative total return-of the GBCI common stock over both a five-year and ten-
year measurement period with,the yearly cumulative total return on the stocks included in (i) the Russell 2000 Index, and
(iiy the SNL Bank Index comptised of banks or.bank holdmg companies with total assets between $1, billion and $5 billion.
All of these cumulative returns are compuled agsurning the reinvestment of, dividends at the frequency with which

dividends were paid during the applicable years. | £t
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Summéry of Operations and Selected Financial Data

|

. . . .
*revised for stock splits and dividends

Acquisitions using the purchase method of accounting include the operations since the acquisition date.
' - L] .

|

‘ ‘

: . At December 31,
{dollars in thousands, except per share data) 2006 2005 2004 2003 2002
Summary ofiFinanciaI CondiﬁLn;
Total assels' $ 4,467,739 3,706,344 3,010,737 ! 2,739,633 2,281,344
Investment securities, avail?ble forsale ............. 825,637 970,055 1,086,929 1,099,243 782,825
Loans receivable, T S 3,165,524 2,397,187 1,701,805, 1,430,365 1,300,653
Allgwance for loan Iosses! (49,259) (38,655) (26,492) {23,950) (20,944)
Inlanglblesl 144,466 87,114 42,315 . 42,816 40,011
Dr:posusI 3,207,533 2,534,712 1,729,708 1,597,625 1,459,923
Advances from Federal Ho;ne Loan Bank............ 307,512 462,]91 ' £18,933 777,294 483,660
Secuﬁliés sold under agreel‘nents o
repurc:hase and other borrowed funds.......... . ’ 338,986 7222 81,215 64,986 61,293
" Stockholders’ equatyl 456,143 333,239 270,184 - 237,839 212,249
Equity per cormmon share': 872 6.91 5.87 5.24 4.76
Equity as a percentage ofl(%tai ASSESu. v 10.21% 8.99% 8.97% 8.68% 9.30%
b
.t * Tt L o ¥ ears ended December 31, o
(dollars in thousands, exceﬁl per share data) 2006 2005 2004 2003 2002
Summary of;Operalions: ln ) .
- INMEESE ICOME v § 253,326 189,985 147,285 130,830 133,989
Interest L2810 —— i 95,038 59,978 39,892 38,478 47,522
- Net interest mcome' 158,288 130,007 107,393 = 92352 86,467
. Provision for 1081 108SE5...L..c.orerrrer 5,192 6,023 4,195 3809 5745
‘Non-interest mcome{ 51,842 44 626 34,565 33562 - - 25,91‘;‘
Nop-imcrest expcnse; 112,550 90,926 72,133 65,944 57813
Eamings before income aXes. ...uucrieeeeeeencne 92,388 77,684 65,630 56,161 48’826-.
ITICOMIE LBXES..... oovvoe e voves e eeeesesses e s ees e seans 31,287 25311 21.014. 18,153 Mv L
Fouf Net eammgs| 61431 52373 44616 38,008 32402
Basic eamnings per common share®.................... 1.23 1.12 0.97 0.84 0.73
Diluted earnings per common share®... 1.21 1.09 0.96 0.83 0.72
) Divid¢ds der.;largd per SHare™..........cvvmurarrenes 0.45 0.40 0.36 0.32 0.26
ML HE . LA
‘ | At or for the years ended Decem_bcr 31,
I 2006 2005 2004 . 2003 2002
Ratios: N
Net eamingsf as a percent of . l .
, AVETAgE BSSETS......oune, . SR : 1.52% 1.52% 1.54% o 1.53% 1.50%
average StOCKHOIAErs' EQUIEY. ... meemererrnen 16.00% 17.62% 17.61% - 16.82% - 16.57%
D.ividend payout ratm: 36.59% 35.93% 37.36% 38.07% 35.45%
AS(emge equity to average zis§e11ratio.. ' 9.52% 861% 8.75% 9.10% 9.08%
Net interest margin on average {:aming assets
- {tax equivalent)........... ... ' 4.35% 4.20% 4.15% 420% 4.51%
‘ Allowa;:cc fér loan lo'sse:s asa pe’rcenlt of loans..... ... 1.53% 1.50% " 1539 1.65% 1.58%
Allowance for loan losses as a percent of
noNperforming assets........ b coorieenreccree e 554% 383% 276% 184% 181%
! ) N . At or for the years ended December 31,
(dollars in thouémds) 2006 2005 2004 2003 2002
Other Data: !
Loans originated and pumilased $ 2,389,341 2,113,777 1,543,595 1,509,850 1,204,852
Loans serviced for others...ovenscsnrisicisen § 177,518 145,279 174,805 189,601 253,063
Numbe‘r of full time cquiwlilenl employees........... 1,356 1,125 857 807 737
Number ot"ofﬁccsl 86 7t 55 54 50
Number of shareholders oif recotd. ., 1,973 1,907 1,784 1,763 1,586

.
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$65,000 , - $61,131 -
' Lo 1 vt "
$55,000- proen
$45,0001 ' saso0s ' 1
) . $32,402 .
$35,000- ’
' 2002 2003 2004 2005 2006 ”
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LETTER TO SHAREHOLDERS

de

Dear Shateholder, . .

Nearly a decade has past since I wrote my first letter to you, our shareholders. During this time much has changed. For
the most part, the operating env1r0nment for banks has been upbeat and allowed the shareholders of Glacier Bancorp to
prosper. To be expected, there have been challenges and hurdles to bear and’ ‘work through, but we have always found
ways to overcome these obstacles.

Today, in certain respects, Glacier has transitioned and transformed itself into a much different company. The asset
base is almost eight times larger. Our geographic area has expanded from four banks with eighteen offices in Montana
to now include eleven banks with eighty-six offices conducting business in five western states. The breadth of products
and services offered has grown exponentially as has the base of customers. Nevertheless, through ail this change one
thing has stayed constant: our commitment to the model of independent community banking.

In that first Letter to Shareholders I stated we held steadfast to three beliefs: that community banking is the most
c0n51stently profitable type of banking, that maintaining community banks’ independence is the key to the long term
success of our Company and, more important than assets or markets, our future success hinges on the talent of OUR

_PEOPLE. Almost ten years later these beliefs are as strong as ever. They have allowed us to build,a franchise with a

very unique operating style and culture that has  proven to be successful and capable of consistently dellvermg excellent

“results to you, our sharcholders. . :

H
t

Again last year Glacier Bancorp was honored as one of the top performing banks among the 150 Jargest banks and
thrifts in the country by Bank Director Magazine. It was the second consecutive year we were riamed the third-highest
ranked bank. Performance once again was based on three criteria: profitability, capital adequacy and asset quality. Of
course, none of this would have been possible without the effort and commitment made by over 1,500 talented and
dedicated employees and directors. However, it is also testament to our unique operating niche of "decentralized
independent community banks. Three of the top ten banks in the 2006 ranking embraced this same operating style,
further validating that this distinct strategy can produce superior performance.

1

Last year the banking mdustry faced a difficult operating environment brought on by a stubbomly flat-to-inverted yield

curve. In addition, for the first time in a number of years the housing industry, in the form of both new construction

" and the sale of existing homes, slowed dramatically in many parts of the country. Both of thése issues negatively
- impacted the performance of many banks across the country. The effect on small banks was even more dramatic

because they tend to be more dependent on net interest income and fee income from mortgage and construction

operations. Fortunately we were able to navigate through these difficult issues in 2006 and generate record eammgs'

per share and deliver solid operating performance. Diluted earnings per share increased 11% last year and, excluding
the effects of the adoption of SFAS 123R, which for the first time required us to record the fair value of stock options
as compensation expense, our diluted earnings per share increased by 15% for the fourth consecutive year. These
results allowed us to deliver a total return to our shareholders this past year of 24.57%, nearly double the 12.80% we
produced last year. Our market capitalization, -which takes the share price times the number of shares outstanding,
finished the year at $1.278 billion, an increase of over $300 million in shareholder value for the year and nearly $1
billion over the past five years. Both of these matrices confirm the power of our operating model and its ability to
praduce exceptional shareholder value. '

Operating a company with multiple banks and charters does, at times, create its own set of challenges. We must
manage priorities among a broader group ‘of banks and departments Regulatory compliance requires a significant
amount of additional focus and training. Because the Banks operate in different states with a diverse mix of business
and industry, supporting their needs can be complex and require additional manpower and resources to assure our
customers’ needs are met. Nonetheless compared to the tremendous performance lift and benefit this operating model
delivers, these issues are only barriers that need to be managed and «consistently QUR PEOPLE demonstrate every day
that management capability.
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Why do we believe so strongly 1’n this independent bank model? Year after year the model has confirmed to us that if
we allow our Banks to focus on their market they will increase their share of that market. If we give them the resources
and tools to compete with com[[)etltors of all sizes, they will expand their customer base. And if we distribute the
management of risk, especially credit and operational risk, down to the individual entities, the oversight and ownership
of'that risk.improves dramatically., This allows us to deliver a lower-risk, higher-value proposition to our shareholdérs;

During. this ‘past 'year every profitability goal set was achieved, and nearly every strategic initiative formulated was
attained. ' We continued to be on}e of the most active bank dcquirers in the West. Over'the past two years we completed
five separate bank or bank holding company mergers. In 2006 we added five banks with the acquisition of Citizens
Development Cormpany- headqua{rtered in Billings, Montana, and completed.the first bank acquisition in the state of
Utah in six years with the addmon of First.National Bank of Morgan. - Together they represented over $500 million in
assets and a total of twelve offices. Four of the five Citizens Development Company banks will.be merged internally
with our existing Banks. Three of those bank integration and computer conversions took place the last week of January
2007, and once ‘again our people stepped up and did a remarkable job. They spent a great deal of time and.effort to
make sure things went right. The final internal merger is scheduled for June of this year and we expect this project will
be completed with the same level of accuracy and execution. In addition, on January 22, 2007, we announced the
acquisition of North Side State Bank of Rock Springs, Wyoming. Located in the heart of Wyommg s energy boom, we

are excited about the opportunmes this latest acqu1smon presents S e :

. [
L3 . i B " N

Other major mmanves accomphshed last year were the addition of six new office locations, most of which were placed
in Idaho and focused mainiy in the BoxsefNampa area. Currently Boise is one of the fastest-growing cities in the West.
Nine existing facilities underwent ‘major renovation and expansion, in' order to provide more space for increased
transaction volumes and customer growth.” Two major data conversions were completed last year integrating both
Citizens Commumty Bank in Pocatello and First State Bank of Thompson Falls on to our data system. In addition, for
the first time since our initial publlc offering in 1984, we conducted a very successful secondary offering issuing 1.5
million shares and raising nearly $30 million in addmonal capital. The proceeds were used 1o complete the acquisition
of Citizens Development Company A o 0

™ -

The Inland' Northwest 'economy,.continued its solid- pace of growth throughout last year. The unemployment rate in
these states was, and remains, at; some of the lowest levels in decades. The construction industry continues to defy the
national trend and remains robust. » Montana and Wyoming, states with abundant supplies of natural resources, have
derived significant benefit from the surge in commodity prices the past few years. Idaho and Utah are among two of
the faster-growing states in thejcountry. With diverse economies, a skllled labor force and a very. friendly business
climate, both states continue to do very well. | ' '

Our good fortune of operating in markets with strong economies definitely helped offset some of the obstacles other
banks around the country faced Instead of experiencing a housing slowdown, we set'a new record for mortgage
originations in 2006. For the fi rst time ever, we eclipsed $1 billion in mortgage origination volume. Our loan portfolio
increased 32% for the year, “18% of which was internally generated. The quality of.the loan portfolio also remained
pristine. Net charge offs, non-p'erformmg loans and delinquency rates were all at historic lows..-When there are eleven
Banks, each with' their own individual loan committee, chief credit officer and boards.of directors, the level of credit
oversight increases dramatically. [t also allows them to focus on théir bank, closely monitor the credit trends taking
place in their market and work to build stronger relationships with their customers. With our model, credit decisions
are made at the bank level and with/local knowledge. ' They are made by people who know their. customers and their -
markets. [t has always been one of the true advantages we denve from this model and we expect it will continue to
deliver a high level of quality loans into the future. R . .

Another benefit of strong loan growth is that it gave us the opportunity to continue reshaping our balance sheet. Again
last year, cash flow from the security portfolio was redeployed to higher yielding assets in the form of loans. Securities
at year end represented only: 18% of total assets, down significantly from 26% the year before. This shift in the mix of
our earning asset base was one of the primary contributors to a better net interest margin than .was forecasted at the
beginning of the 'year. The addition of Citizens Development Company also altered our loan mix by decreasing the

level of Commercial Real Estate loans and adding t& our portfolio of Commercial and Industrial loans. ‘
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In addition to loan growth'and the change to the mix of our earning asset base, one other trend had a positive influence
on.our net interest margin last year: » All eleven Banks, including the two recently added, commit most of. their
marketing resources and energy to generating and growing their transaction deposit base. The more successful they are
in their efforts, the more franchise value we create. We believe this low-cost funding source is what separates high

performing banks from all the others. Last'year we.increased the level of our non-interest bearing accounts by 24%.

One major reason we were so interested in acquiring Citizens Development Company was the high percentage of their
deposit .base made up of low cost deposits. Excluding the acquisitions, the Banks grew their non-interest bearing
deposits by 7% in 2006. This.level of growth was lessithan what we experienced the- prior two years." However,
considefing the higher interest rate environment-and the stepped up competition for deposits from both inside and
outside of banking; we were.pleased with this level of growth. If-the current flat yield curve persists and loan growth
remains strong, more competitors will be searching for funding while customers will be looking for a better return on
their money. : Because our Banks can individually tailor. their deposit pricing.to their local markets, they have the ability
to control - what deposit products .will be most effective and what they should pay for, those deposits. Nonetheless,
maintaining our current position of low cost funds whlle dewsmg new-strategies . to attract additional low-cost dollars
w1]] be.a real test for all ofour Banks . . o oo

. l
Yoo o 1

lncrcasing the yield on earning assets and funding those assets with more low-cost deposits led to an improved net
interest margin in 2006, While the overall cost of-our- funds did increase at a much faster pace than what we
experienced the prior three years, the addition of Citizens Development Company and the improved mix of assets and
liabilities helped to overcome this problem. Most banks across the country have experienced a flat or declining net
interest-margin. In 2006 we had the*good fortune of increasing our net intérest margin from 4.20% the year before to
4.35%.. This 15 basis point improvement last year, coupled with strong growth in our earning assets; helped to produce
record, net interest incomé. Whether this feat can be'repeated in this-current rate environment is highly unlikely. This
year, if the net interest margin holds at approximately the same level that may be the best we could hope for and
possibly a better scenario than what most banks experience. - : - - 0

o v RO S et v
Assessing and controllmg nsk has become paramount in today’s bankmg environment. Two of the greatest risks banks
have faced historically are credit and interest rate risk. Although these risks are significant and just as prevalent as ever
before, today other risks have also moved to the forefront. If this Company is to continue creating shareholder value,
understanding: the risks we face and doing everything within our power to mitigate those risks is critical..This past year
a full-time, enterprise-wide- risk manager. was:added to the staff.-Dedicating an-individual to promote an enhanced,
integrated process at every bank and department across the organization was a Ioglcal solution to the problem. The goal
is to continue 1o be a risk-conscious organization that has the ability to ideitify, manage and monitor all the other types
of risks we face. By having an individual focus on this ever-increasing and compiex area, your Company has made a
major commitment to mitigating risk at all levels of the organization.
The Company and Banks’ plans for 2007 will not deviate from what has served us well in the past. We will continue to
stay true to the model of independent community banking. We will look for acquisitions that meet our strategic needs
and create value for the sharehdlders.. We will continue to.expand our footprint through the addition of new locations
when the analysis demonstrates there is above average growth potential and a need for banking services in that market.
We canndt afford to-get caught up in the branching frenzy that has overtaken this industry in the past five years.
Unfortunately banks .have added so many new branches that reaching any true level of profitability has become an
increasingly difficult proposition. Because of this explosion in branches, any new offices we consider will require even
more in-depth analysis and study to assure the population growth, demographics and houschold income will support the
venture. Additionally, we must be cognizant of market saturation. . If already at.disproportionately high levels, splitting
the pie one more time will not result in the highest and best use of our capital.

This -year. there are three data conversions scheduled in addition to the three we completed. in late January. Data
conversions are never easy. They require a.great deal of pre-planning and organization. Collectively the Banks, with
the assistance of the conversion team, have performed admirably and I have no reason to doubt that future conversions
will experience the same results. In 2007 Check 21 should finally start to gain traction nationwide. For us this will
decrease ‘the cost .of transporting checks around the region: ~Two of .our Banks are currently clearing checks
electronically, with more scheduled to adopt the process this year. In order. to realize other operating efficiencies from
Check 21, we will also begin migrating the Banks to a new check imaging system this year.




Finally, no operating model is perfect; each one has its own set of strengths and weaknesses Our model of maintaining
independent, autonomous commumty banks is no different. The regulatory burden is greater; there are certain elements
and reqmrements of the model that add to our cost structure and supporting and managing a more diverse set of product
and service offermgs adds a deg'ree of complexity. Nevertheless, this is the model we have created and believe in. It
has demonstrated ’for over two decades the power to generate superior revenue growth that far outstrips the cost to
produce that growth Wlth revenues growmg faster than expenses ~we continue to be an efficient and productive
operation. 'r . ‘

Our model has aillowed us to attract and retain a GREAT STAFF OF INDIVIDUALS who also believe this is the best
way 1o serve thelr:customers and communities. Their dedication and commitment to this Company is phenomenal. The
banks that have joined Glacier dld so because of this opérating'model. ‘It continues to attract other interested parties as
demonstrated by the leve! of actmty we have experienced in the past two years. However, the most important reason
we continue to operate and believe in this model is the shareholder value it has created over the past twenty-three years.
Our track recordldurmg this period is among the best in the industry. It has allowed us to produce an average
compounded total return to our shareholders of 22%. We have also been recognized as one of the top growth
companies in the’mdustry, an achievement which, in our mind, is directly correlated to our unique banking model.
Nevertheless, the bottom line is: ‘thts is a people business. Our people are truly the catalyst that allows this company to
create these top tier results. They are committed to make each of théir Banks the best it can be which ultimately raises

the performance level of the entire Company. B

I would also like ‘to thank all of our directors for their tireless dedication. Any discussion regarding a banking model
comprised of 11 commumty Banks has to include the Board of Directors in charge of guiding those Banks, Similar to
the staf¥, the talent assembled a'mong the various Boards offers a distinct advantage that few other Banks our size can
replicate. Their knowledge and skill sets, along with their understandmg of the local markets, have proven to be
invaluable and on'e of the real strengths of this operating strategy. " In particular, we would like to recognize and thank
John MacMillan for forty years of service to Glacier Bancorp as an employee and director. His love of the business and
contribution to the Company will never be forgotten. We wish John and Ellen all the best.

Ten years ago I laid out our three simple beliefs, and stated that if we held steadfast to- those beliefs our customers,
communities and)our staff would be rewarded. Hopefully the next ten years will be equally as kind to these same

_constituents and these beliefs wtll stay intact.” To our shareholders, we again thank you for the confidence and trust you

place in us. Hopefully this past| year we met your expectations. You can also be assured that all 1,500 employees and
directors will continue to do everythmg in+their power to-Tesponsibly manage and gulde your Company S0 your

investment in Glacier Bancorp will continue to be a rewarding one.
o, s

. ’ f - L ‘ I '
Sincerely, , ‘ o R P P _ . _ ,

o
Michael J. Blodnick
President and Chief Executive Officer

. - . ) e - ' e Lo
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PART 1.

This Annual Report and Form 10-K may be deemed to include forward looking statements, which management believes are a benefit
to shareholders. These forward looking statements describe management’s expectations regarding future events and developments
such as future operating results, growth in loans and deposits, continued success of the Company’s style of banking and the strength
of the local economy. The words “will,” “believe,” “expect,” “should,” and *anticipate” and words of similar construction are
intended in part to help identify forward looking statements. Future events are difficult to predict, and the expectations described
above are subject to risk and uncertainty that may cause actual resuits to differ materially and adversely. In addition to discussions
about risks and uncertainties set forth from time to time in the Company’s filings with the SEC, factors that may cause actual results
to differ materially from those contemplated by such forward looking statements include, among others, the following possibilities:
(1) local, national, and international economic conditions are less favorable than expected or have a more direct and pronounced
effect on the Company than expected and adversely affect the Company’s ability to continue its strategy to gtow its business through
internal growth complimented by selective acquisitions at historical rates and maintain the quality of its earning assets; (2) changes in
interest rates reduce interest margins more than expected and negatively affect funding sources; (3) projected business increases
following strategic expansion or opening or acquiring new branches are lower than expected; (4) costs or difficulties related to the
integration of acquisitions are greater than expected; (5) competitive pressure among financial institutions increases significantly; (6)

legislation or regulatory requirements or changes adversely affect the businesses in which the Company is engaged; and (7) the

Company’s ability to realize the efficiencies it expects to receive from its investments in personnel and infrastructure.

Item 1. Business
GENERAL DEVELOPMENT OF BUSINESS

Glacier Bancorp, Inc. headquartered in Kalispell, Montana (the “Company™), is a Montana corporation incorporated in 2004 as a
successor corporation to the Delaware corporation originally incorporated in 1990. The Company is a regional multi-bank holding
company providing commercial banking services from 86 banking offices in Montana, Idaho, Wyoming, Utah and Washington. The
Company offers a wide range of banking products and services, including transaction and savings deposits, commercial, consumer,
and real estate loans, mortgage origination services, and retail brokerage services. The Company serves individuals, small to medium-
sized businesses, community organizations and public entities. .

Subsidiaries

The Company is the parent holding company of nineteen wholly-owned subsidiaries mcludmg fifteen banking subsidiaries and four
trust subsidiaries. The banking subsidiaries are Glacier Bank (“Glacier™), First Security Bank of Missoula (“First Security™), Westem
Security Bank (“Western”), Big Sky Western Bank (“Big Sky”), Valley Bank of Helena (*Valley”), Glacier Bank of Whitefish
(“Whitefish™), Citizens State Bank, First Citizens Bank of Billings, First National Bank of Lewistown, Western Bank of Chinook,
First Citizens Bank, N.A., all located in Montana, Mountain West Bank (“Mountain West™) located in Idahe, Citizens Commurity
Bank (*“Citizens™) located in Idaho, 1** Bank (1" Bank™) located in Wyoming, and First National Bank of Morgan (“Morgan”)
located in Utah. The trust subsidiaries are Glacier Capital Trust Il (“Glacier Trust 1I"*), Glacier Capital Trust I1I (“Glacier Trust I11i™),
Glacier Capital Trust 1V (“Glacier Trust IV”), and Citizens (1D} Statutory Trust I (“Citizens Trust ["). The trust subsidiaries are not
consolidated for financial statement purposes. ' - ‘ ‘ '

The Company formed Glacier Trust 1V as a financing subsidiary on August 15, 2006. "Glacier Trust 1V, issued 30,000 prefered
securities at $1,000 per preferred security. The purchase of the securities entitles the shareholder to receive cumulative cash distributions
at an annual interest of 7.235 percent for the first five years and then converts to a three month LIBOR plus 1.57 percent rate from
payments on the junior subordinated debentures of Glacier Bancorp, Inc. The subordinated debentures will mature and the preferred
securities must be redeemed by September 15, 2036. In exchange for the Company’s capital contribution, the Company owns ali of
the outstanding common securities of Glacier Trust IV,

The Company formed Glacier Trust IIT as a financing subsidiary on January 31 2006. Glacier Trust IfI issued 35,000 prefen 'ed
securities at $1,000 per preferred security. The purchase of the securities entitles the shareholder to receive cumulative cash distributions
at an annual interest of 6.078 percent for the first five years and then converts to a three month LIBOR plus 1.29 percent rate from
payments on the junior subordinated debentures of Glacier Bancorp, Inc. The subordinated debentures will mature and the preferred
securities must be redeemed by April 7, 2036. In exchange for the Company’s capital contribution, the Company owns all of the
outstanding common securities of Glacier Trust HI,

-




[
'
\

In connection with the q’cquisition of Citizens on April '1, 2005, the Company acquired Citizens Trust I which was formed on
June 7,2004. On June 17, 2004, Citizens Trust | issued 5,000 preferred securities at $1,000 per preferred security. The purchase of
the securities entitles the sharehoider to Irecewe cumulative cash distributions at an annual interest rate of the three month LIBOR plus
2.65 percent rate adjustable quarterly from payments on the junior subordinated debentures of Glacier Bancorp, Inc. The subordinated
debentures will mature apd the preferred securities must be redeemed by June 17, 2034. In exchange for the Company’s capital
contribution, the Company owns all of the outstandmg common securities of Citizens Trust 1,

The Company formed Glamer Trust II as a financing subsidiary on March 24, 2004. Glacier Trust Il issued 45,000 preferred
securities at $1,000 per preferred secunty The purchase of the securities entitles the shareholder to receive cumulative cash distributions
at an annual interest of 5. i? 88 percent folr the first five years and then converts to a three month LIBOR plus 2.75 percent rate from
payments on the junior subordinated debentures of Glacier Bancorp, Inc. The subordinated debentures will mature and the preferred
securities must be redeemed by April 7 2034. In exchange for the Company s capltal contribution, the Company owns all of the
outstanding common securities of Glacier Trust II. :
i

The Company provides full service brokerage services (selling products such-as stocks;-bonds, mutual funds, limited partnerships,
annuities and other insurance products)]through Raymond James Financial Services, a non-affiliated company. The Company shares

in the commissions gener_ated, without devoting significant management and staff time to this portion of the business.
| . .

1

Recent and Pending Acqulsmons
The Company’s strategy‘has been to proﬂtably grow its business through internal growth and selective acquisitions. We continue to
look for profitable expan51on opporrumtles in existing and contiguous markets. On October 1, 2006, Citizens Development Company
and its five banking sub51dlarles located across Montana was.acquired by the Company. - On September 1, 2006, Morgan and its one
branch office in Mountam Green, Utah was acquired. On October 31, 2005, First State Bank in Thompson Falls, Montana was
acquired. On May 20, 2005, Zions Natlonal Bank branch office in Bonners Ferry, Idaho was acquired and became a branch of
Mountain West. On April 1, 2005, szens Bank Holding Co. and its subsidiary bank Citizens Community Bank in Pocatello, 1daho
was acquired. Citizens Commumty Bank operates four branches, two in Pocatello, one in Ammon, and one in Rexburg, Idaho. On
February 28, 2005, Frrst‘ National Bank West Co. and its subsidiary bank 1* Bank in Evanston, Wyoming was acquired. 1* Bank
maintains seven branches, its main and a second branch in Evanston, Wyoming, and five additional branches in Afton, Alpine,
Kemmerer, Pinedale, andi Mountain Vle'w Wyoming.

On January 22, 2007, a definitive agreement to acquire North Side State Bank of Rock Springs, Wyoming, was announced. As of
September 30, 2006 North Side had total assets of $121 million and deposits of approxrmately $100 million. Upon completion of the
transaction, whlch is sub_]ecl to regu]atory approval and other customary conditions of closmg, North Side will be merged into 1*
Bank, the Company s Evanston WyomFmg subsidiary.
FDIC, FHLB and FRBf B :
The Federal Deposit Insurance Corporahon (“FDIC”) insures each subsndlary bank’s deposit accounts. All subsrdlary banks, cxcept
Western Bank of Chinook, N.A., are members of the Federal Home Loan Bank (“FHLB") of Seattle, which is one of twelve banks
which comprlse the Federal, Home Loah Bank System. All subsidiaries, with the exception of Mountain West, Citizens, Citizens State
Bank, and First Citizens Bank of B:Ilmgs are members of the Federal Reserve Bank (“FRB™).

I T
Bank Locations at December 31, 2006

The following is a list of the Parent and sub51d1ary bank main office locations as of December 31, 2006. See “Item 2. Properties.”
r

Glacier Baneorp, Inc. t 49 'Commoné Loop, Kalispell, MT 59901 ‘ {406) 756-4200

Mountain West ! 125 Ironwood Drive, Coeur d’Alene, Idaho 83814 (208) 765-0284

Glacier 202 Main Street, Kalispell, MT 59901 (406) 756-4200 .
First Security i 1704 Dearborn, Missoula, MT 59801 (406) 728-3115 ) ‘
First National Bank of Lewistown 224 West Main, Lewistown, MT 59457 o (406) 538-7471 '

Western Bank of Chmook ' 327 Indiana Street, Chinook, MT 59523 (406) 357-2244

Western ‘ ' 2929 3 Avenue North Billings, MT 59101 (406) 238-8100

1™ Bank : 1001 Main Street, Evanston, WY 82930 (307) 789-3864

Big Sky . 4150 Valley Commons, Bozeman, MT, 59718 (406) 587-2922

Valley : 3030 North Montana Avenue, Helena, MT 59601 (406) 495-2400

Whitefish : 3 19 East Second Street, Whitefish, MT 59937 (406) 751-4930

Citizens 280 South Arthur, Pocatello, [ 83204 (208) 232-5373

Morgan 120 North State, Morgan, UT 84050 (801) 829-3402
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FINANCIAL INFORMATION.ABOUT SEGMENTS

The following abbreviated orgamzatlonal chartrillustrates the various existing parent and subsidiary relationships at December 31,

2006: . .. )
. ‘ I

Glacier Bancorp, nc.

{Parent Holding Company) P
¢« Mountain West Bank Glacier Bank First Security Bank . Citizens Developrent’
(ID Corrmercial bank) (MT Commercial bank) of Mssoula - Cormmpany - 5 Subsidiaries
{MT Commercial bank) {MT Cormmercial Bank)
Western Security Bank | IstBank . - | . . BigSk " Valley Bank \
{MT Commercial bank) (WY Commercial bank) Western Bank of Helena
{MT Cormmercial Bank) {MT Commercial bank)
Glacier Bank Cilizens Community Bank ' First National Bank ‘
of Whitefish {ID Commercial bank) " of Morgan * Glacier Capital Trist I '
(MT Commercialbank) [ - (UT Commercial bank) |- o '
v , . ' . 1 . . ' . .
Glacier Capital Trust lll Glacier Capital Trust v | | Gitizens (ID) Statutory Trust |
[

The five subsidiaries acquired as result of the acqulsmon of Citizens Development Company (“CDC”) during 2006 are one reportmg
segment for purposes of financial reporting for the year ended December 31, 2006. These SubS!dlaI‘lCS mclude Citizens State Bank,
First Citizens Bank of Billings, First National Bank of Lewistown, Western Bank of Chinook, and First’ Citizens Bank, N.A. On
January 26, 2007, Citizens State Bank, First Citizens Bank of Billings, and First Citizens Bank, N.A. were merged into First Security,
Western, and Glacier, respectively, without name change for First Security, Western, and Glacier. It is ant1c1pated that durmg June of
2007 Western Bank of Chinook will merge into First National Bank of Lewistown. o

v . T N "% N q
For information regarding the holding company, as separate from the subsidiaries, see’'“Item 7 - Management s’ Discussion &
Analysis” and Note 16 to the Consolidated F inancial Statements in “Item 8 - Fmancnal Statements and Supplementary Data -
The business of the Company’s banking subsidiaries (collectively referred to hereafter as “Banks™) consists primarily of attracting
deposit accounts from the general public and originating commercial, residential, installment and other loans The Banks’ pr1nc1pal
sources of revenue are interest on loans, loar ‘origination fees, fees on deposn accounts and interest and dividends'on investment
securities. The principal sources of expenses are interest on deposits, FHLB advances, repurchase agreemenls subordmated
debentures, and other borrowings, as well as general and administrative expenses.
Business Segment Results ) ' o
The Company evaluates segment performance internally based on individual banking subsndlartes and thus the operating segments
are so defined. The following schédule provides selected financial data for the Company’s operating segments. Centrally provided
services to the Banks are allocated based on estimated usage of those services. The operating segment identified as “Other” includes
the Parent company, nonbank units, and eliminations of transactions between segments

A S ’ SRR
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' {Dollars in thousands)
Condensed Income Statement
Net interest income f
Noninterest income ’
Total revenues \
Provision for loan losses
Core deposit intangible expen’;e
Ofher noninterest expense |
Pretax earnings
Income tax expense 1.
Net income T

Average Balance Sheet Data '
Total assets

Total loans [
Total deposits T
i
[
|

Stockholders' equity

End of Year Balance Sheet Data
Total assets

Loans, net

Total deposits
Stackholders’ equity

Performance Ratios
Return on nverage assets
Return on average equity
Efficiency ratio

Repulatory Capital Ratios & Other
Tier I risk-based capital ratio’

Tier 11 risk-based capital ratio
Leverage capital ratio

Full time equivalent employees
Locations " ’

? (Dollars in Iﬁousands)'
Condensed Income Statements
I:I_et interest income
Noninterest income .

Total revenues

Provision for loan losses |
Core deposit intangible expense
Qther noninterest expense™ | he
Pretax earnings .
Income tax expense

Net income -

Average Balance Sheet Data
Total assets |
Total losns |
Total deposits :
Stackholders' equity

'

End of Year Balance Sheet Data
Total assets

Loans, net

Total deposits -
Stockholders' equity

Performance Ratios
Return on average assels
Return on average equity
E‘fﬁciency ratio

Regulatory Capital Ratios & Gther
Tier | risk-based capital ratio

Tier 1 risk-based capital ratio
Leverage capital ratio

Full time equivalent employees
Locations CT

i
|
|
|
!

PR

s

First Security

~

Mountain West . Glacier . .
2006 2005 2004 2006 “2005" 2004 |7 2006 2005 2004
s ¢ 36.!’33 29,607 22,552 29,176 26,508 24,541 29,443 24,839 . 24372
16,442 15,812 12,315 0,020 779036 T B,652 5.236 3,990 3,684
52575 45419 14 867 39,196 35,644 33,193 34,679 28,829 . 28,056
(1,500} (1.897) (1,320) (900) (1,500} (1.075) (600) (630) (600)
eAT B ¢ ) (210) 23 - @esy Q18 (317} (202) 216)|
{31,057) (26,006)  (21,290) (17.616)  (16.016) 14,980y  (14,675) (11,141} , {10,184)]
19799 17.302 12,047 20441 17.876 16,862 19.087 16,856 17,056 |.
(6,163) (5.886)" - {3.769) (6,949) (6,096) (5.704) (6.119) (5,505) (5,572}
$ 13,636 11,416 8,278 13,492 11,780 - 11,158 12,968 11,351 11,484
=
$ 843,438 706,711 582,923 739,958 678,782 631,213 740,497 641,311 602,407
+ 634,745 473,639 347,718 | ,.530.354 442,151 366,627 490591 366,927 317,793
622,937 504,063 394,149 | 454,510 398,969 165,746 472,679 "367,375 347,481
89,651 74,357 63,710 74,096 67,513 62,230 87,685 63,231 53,247
918,985 779,538 629,205 | | 756545 731,468 646,523 747,338 769,094 626,341
701,390 544,429 382,819 [ | 568,587 462,761 398,187 488,242 453,814 326,826
693,323 558,280 431662 | . 457,807 424,739 393,655 480,192 476,253 359,918
98,954 80,008 67,002 | + 76,986 69.257 64,207 90,048 83,447 56,004
! \ . i .
1.62% 1.62% 1.42%| ' 1.82% 1.74% 1.77% 1.75% L77% . 191%
15.@1% 15.35% . 12.99% C1R.21% 17.45% 17.93% 14.79% 17.95% 21.57%
. 59.49% 57.73% 61.66% 45.55% 45.64% 45.96% 43.23%  39.35% 37.07%
: . » )
10.39% 9.43% 10.20% 11.12% 11.76% 13.22% 13.58% 13.25% 12.47%
11.56% + 10.63% 11.39% 12.27% 12.95% 14,35% 14.84% 14.50% - 13.72%
8.52% 7.38% 7.16% 9.43% 9.34% 8.90% 10.47% 10.06% 8.27%)| .
304 268 20| 198 189 187 162 166 119
2777 20 6] 10 10 11 1 1 9
CDC Western 1st Bank
2006 2005 2004 _ 2006° “t2005 ¢ 2004 2006 2005 2004
§ 5,252 - - 14,095 14,522 15,663 11,525 8,179 -
}98 - - 5,245 77039660 T 73,583 2,939 2,340 -
6,150 - B 19,340 18,488 19,246 14,464 10,519 -
- - - - - - (300) (251) -
. (358) - - (199) (224} 279) (408) (371} -
= (2,760) - - (10,598) T (9,741)  ~ (9,016)| = (8,153 (5.636) -
3,032 - - 8,543 8,523 9,951 5,603 4,261 -
(1,081) - - (1,325)  "~.(2,438) (3.039)  (2,358) (1,401) -
N - - 7218 © 6,035 69127+ 3,245 2,860 N
5 ;117}771 - , 420,498 440,771 453,151 305,340 235,200 -
77,823 - - 241,597 224,213 213,487 133,541 85,723 .-
93,037 - - 260,657  -222.765 214,602 237.589 189,723 .
. 20/662 - - 50,695 50,054 48,731 42,308 932 -
1 N ' . )
461,049 - - 406,131  ,431.640 446,502 324,560 304,196 -
2060225 - - 238,431 231,817 210,181 152,197 111,682 .
362l672 - -f . 250058 (269,494 207,711 255,834 244,336 -
v 811221 . - 51,031 49,458 49,095 43,911 41577 -
1166% - - 1.72% 1.37% 1.53% . 1.06% 1.22% -
9.44% - - 14.24% £2.06% 14.18% 7.67% 8.10% -
50.70% - - 55.83% 53.90% 48.30% 59.19% 57.11% -
. 10.88% - - 15.12% 14.97% 15.38% 10.24% 11.59% -
12.14% - . 16.39% 16.22% 16.63% 11.49% 12.85% -
5.01% - - 11.55% 10.36% 9.67% 6.50% ,628% -
122 - . 115 12 110 94 87 -
- 10 - - 7 7 7 7 7 -




(Dollars in thousands)

Condensed Income Statements
Net interest incotne
Noninterest income

Total revenues

Provision for loan losses

Core deposit intangible expense
Other noninterest expense
Pretax eamings

[ncome 1ax {expense) benefit
Net income )
Avcrage Balance Sheet Data
Total assets

Total loans

Total deposits

Stockholders' equity

End of Year Batance Sheet Data
Total assets

Loans, net

Total deposits

Stackholders’ equity

Performance Ratios
Betumn on average assets
Return on average cquity
Efficiency ratio

Regulatory Capital Raties & Other
Tier | risk-based capital ratio

Tier 1l risk-based capita! ratio
Leverage capital ratio

Full time equivalent employees
Locations

{Dollars in thousands)

Condensed Income Statements .
Net interest income
Noninterest income

Total revenues

Provision for loan losses

Core deposit intangitle expense
Cther neninterest expense
Pretax camings

Income tax {expense) benefit
Net income

Avcrage Balance Sheet Data
Total assets

Total loans

Total deposits

Stockholders' equity

End of Year Balance Sheet Data
Total assets

Loans, net

Toual deposits

Stockholders' equity

Performance Ratios
Return on average asscts
Retumn on average equity
Efficiency ratio

Regulatory Capital Raties & Other
Tier 1 nisk-based capital ratio

Tier Il risk-based capital ratio
Leverage capital catio

Full time equivalent employees
Locations

Big Sky o Valley X Whitefish
2006 2005 2004 2006 2005 2004 2006 2005 2004
12,054 1,540 9.361 9,893 9,444 8959 6,958 6,527 6,393
. 2,781 2,475 2,249 3938 3,509 2,940 1,654 1,916 1,419
14,835 14,0158 11.610 13,831 12,953 11,899 8,612 8,443 7.812
(305) (965} {510) (485} (375) (440} {180y (300) (250)
(P£}] (26} (EX)] (@3} (48) (60} - Lo -
(6.561) (5,509) (5,190) (7.649) (6,787) {6,020} (4,003) (3,428) (3.280)
7,946 7,515 5,877 5,654 5,743 53719 4,429 4,715 4,282
(2,703) (2.819) {2,157) (1,626) (1,783) (1,632) (1.476) {1.698) (1,457
$5,243 4,696 3,720 4,028 3,960 3,747 2,953 3,017 2,825 |
274077 263,479 224,968 261,959 245,486 229,243 182,595 167,704 161,364
216,530 195,547 146,579 167,735 135,394 110,228 138,884 115,030 88,614
201,930 164,687 120,900 185,475 160,948 144,351 125,640 90,212 77,681
29,259 23,725 19,287 23,166 21,201 19,188 15,967 14,763 13,129
274,888 267,402 241,056 269,442 254,437 241518 187,704 174,069 169,411
218,482 203,869 161,761 177,507 151,204 119,626 142,480 125,512 102,746
223,605 191,040 132,853 183,233 174,059 146,660 121,100 112,790 98,605
31,282 26,581 20,567 24,247 21,509 20,052 16918 14,847 13,839
1.91% 1.78% 1.65% 1.54% 1.61% 1.63% 1.62% 1.80% 1.75%
17.92% 19.79% 19.29% 17.39% 18.68% 19.53% 18.49% 20.44% 21.52%
44,38% 39.49% 44.99% 55.61% 52.1"% 51.10% 46.48% 40.60% 41.99%
11.50% 10.10% 9.22% 11.21% 11.56% 12.38% 11.50% 10.06% 11.67%
12.75% 11.36% 10.48% 12.46% 12.79% 13.62% 12.75% 11.21% 12.91%
10.76% 9.24% 7.88% 8.14% B.00% 7.58% 8.97% 8.44% 1.75%
78 68 59 77 71 65 43 40 40,
5 4 4 6 6 6 2 2 2
Citizens . First National Bank of Morgan COther
2006 2005 2004 2006 2005 2004 2006 2005 2004
8,247 5,013 - 1,090 . - (5.578) - (6.172) (4,448)
2,161 1,902 - 318 - - 210 (420) (277)
10,408 6915 - 1,408 - - . (5,368) (6,592) @125
(900) (105) . (22} - - . - -
(164) (133) - (54} - - - - .
(5,898) (4,052} - (651) - - (905) (1,140} (1.099)
3446 2,625 - 681 - - (6.273) (7,732) (5.824)
(1,507) (1,022) - {248) - - 298 3,387 2,316
1,939 1,603 - 433 - - {5,975) (4,345) (3,508)
159,576 102,341 - 31,734 - . (62,355) (30.122) 11,847
130,232 78,831 - 15,028 - - {4,535) (3.414) (346)
120,464 80,939 - 24,729 - . (20,017) (19,747) (21,615)
24,420 16,977 - 6,873 - - (82,687) (69,429) (26,154)
172,517 144,161 - 95,991 - - (147.411) (149,661) 10,181 |
137,779 113,222 - 45,302 - - (1,098) (1,123) (341)
128,317 110,023 ! - 75,348 - - (24,056) (26,302) (41,356)
25,549 23,029 - 20,308 . - (104,312) {76,774) (20,582)
1.22% 1.57% - 1.36% - - .
7.94% 9.44% - 6.30% - -
58.24% 60.52% - 50.07% - . :
10.53% 10.35% - 15.63% - - -
11.78% 11.60% - 16.88% - -
9.81% 2.51% - 16.29% - -
55 51 - 23 - - 8S 73 57
4 4 - 2 - -




VPR IR SR P

. T T T

Condensed Income Statements.

Net interest income
| Nommelrest income
Total revenues
c e Tt Provision f'or loan lbsses‘

Other nommeres[ expense .
Pretax eam:ngs '

! ' Net incomé "
oo S -
b 5. ¢ ¢ Total assets:
Total loans
Total dlz‘.-posns
' Slockh(lalders' equity

. Total assets

' Loans, }net

Total dI::posits
Stockholders' equity

' Petformance Ratios

Return'on average assets

[ _ Retum on average equity
Efficiency ratio

R R

e ]ncomeltax (expense) benefit
1

ol L .
T 'Aver;age Balance Sheet Data “!
L SIS

End of lYt:ar Balance Sheet Data

{Dollars i i lhousands)’ !

-

| Regulatory Capital Ratios & Other

Tier I tiisk-bascd capital ratio

'  Tier 1 ‘risk-bascd capital ratio
Levcrage capital ratio*
Full ume equivalent employees

Locauons

Internet Access '

., .

(I o

Consolidation

CA06 L 72005, v, 2004
AR 5 ST TR T
5 158,288 130,007 107,393

51,842 44,626 34,565
210,130 174,633 141,958
L (5,192) I (6,023) "(4,195) -
CoD2),10AT0), (1079
{110,526) (89.456).  (71,059)] .
92,388 L 71684, 656307
Tarasy " Esat T 21,014
$. ' 6LI31 - 52373 44616
e P L N T LA
§. 4015088 , 3451663  2,897.116
2,772,525 2,114,041 1,590,700
2,779,630 2,159934 1,643,295
382,095 297,324 253,368
4467739 3,706344 3,010,737
3,165,524 2,397,187 1,701,808
3,207,533 - 2534712 1,729,708
456,143 333,239 270,184
1.52% 1.52% 1.54%
16.00% 17.62% 17.61%
53.56% 52.07% 50.81%
12.10% 12.00% 15.06%
13.35% 13.26%. 16.31%
9.77% 9.17% 10.16%
1,356 1,125 857
86 71 55

Copies of the Company’s Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and
amendments to those reports filed or ffumished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 are
available free of charge through the Company’s website (www.glacierbancorp.com) as soon as reasonably practicable after the
Company has filed the material with, or, furnished it to, the Securities and Exchange Commission,

Market Area

The Company has 86 locatxons in thirty counties within five states including Montana Idaho, Wyoming, Utah, and Washington. The

Company has fifty-one offices that Serve northwest and west central Montana,
In Wyoming, there are seven locations concentrated in southwest Wyoming.
there are four locations. In Washmgton,| there are three locations.

southeast, northern and south central Idaho.

In Idaho, there are twenty-one locations serving

In Utah

The market area’s economic base primarily focuses on tourism, construction, manufacturing, service industry, and health care. The
tourism industry is highly influenced by two national parks, several ski resorts, large lakes, and rural scenic areas.

results from the high population growthI

that has occurred in the market areas, in particular [daho and western Montana,

Construction

20




Competition

Based on the FDIC summary of deposits survey as of June 30, 2006, the Company has approximately 23 percent of the total FDIC
insured deposits in the thirteen courities that it services in"Montana. In ldaho, the Company has approximately 5 percent of the
deposits in the nine counties that it services. In Wyoming, 1* Bank has 36 percent of the deposits in the three counties it services. In
Utah, the Company has 13 percent of the dep051ts in the three counties it services. In'Washington, Mountam West has 61 percent of
the deposits in Pend Oreille County. ' :

There are a large number of depository institutions including savings banks, commercial banks, and credit unions in the countiés in
which the Company has offices. The Banks, like other depository institutions, are operating in a rapxdly changing environment. MNon-
depository financial service institutions, primarily in the-securities and insurance industries, "have become competitors for rztail
savings and investment funds. Mortgage banking/brokerage firms are actively competing for residential mortgage business. In
addition to offering competltlve interest Tates, the principal methods used by banking institutions to attract deposits include the
offering of a variety of services including on-line banking and convenient office locations.and business hours, The primary factors in

competing for loans are interest rates and rate adjustment provisions, loan maturities, loan fees, and the quality of service to borrowers

and brokers.

.
'

-

-
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Average Balance Sheet |

The following three-year schedule prowdes (i) the ‘total dollar amount of interest and dividend income of the Company for eammg

I ]

IS .
S '

. RI DISTRIL"UTION| OF ASSETS, LIABILITIES AND STOCKHOLDERS’ EQUITY ca

. . '
]

‘: o

assets and the resultant average yleld (Irl) the total dollar amount of interest expense on interest- bearmg liabilities and the. resultant
average rate; (iii) net interest and dividend income; (iv) interest rate spread; and (v) net interest margin.

[
\
AVERAGE BALANCE S HEET
~ {Dollars mThousands) IO

ASSETS e
Residential First Mongsg: )
Commercial Loans ‘
| Consurner and Other Loans o

; Total Loans . I' .
' Tax-exempt Investment Secuntm n
Taxable Investment Securities i

Total Earning Assets !

|
| .
- Goodwill and [ntangibles
) Non-Eaming Assets '
TOTAL ASSETS s
L)
LIABILITIES ' "

NOW Accounts’

Savings Accounts .
Money Market Demand Accoums
Certificate Accounts - = {

Advances from FHLB
Securities Sold Under agreements to-
’ Reprchase and Other Borrowed Funds
|
]

s

Total Interest Bearing Liabilities
Non-interest Bearing Deposits
Other Liabilities '
Total Liabilities !
g
STOCKHOLDERS' EQUITY !
Common Stock
Paid-In Capital . = ' .
Retained Earnings : S,
Accumulated Other ‘
Comprehensive (Loss) Income
Total Stockholders' Equity
TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY

. -
. ..

N .
*

Net Interest Income

NetInterest Spread * - |

Net Interest Margin (Tax Equivalent)

Return on Average Assets (2)

v

Return on Average Equity (3} . .-

r

{For the year ended 12-31-06

For the year ended 12-31-05

'For the year ended 12-31-04

[.‘\- . + Interest * Average Interest  Average Interest Average
Average ' and Yield/ Avcrage _ : ;- and Yield/ Averag _and Yield/
Balance * Dividends . Rate © Balance -;~Dividends Rate Balance Dividends Rate
$ | 702,530 52219 7.43%[$ 508,105 34,506 6.79%|$ 346,575 22842 6.62%
: i1,550,481 119215 7.69%|  1,188.925 = 81359  6.84% 924,798 57312 6.20%
1+ 519,514 40,284  7.75% 417,011 28,696 + '6.88%| - 319,327 20331 637%
2,772,525+ . 211,718, 1.64%|_ 2,114,041 144,561  6.84% 1,590,700 100,585  6.32%
282883, 13901 491% 283,031 13,867  4.90%( -2281,743 13,917 4.94%
652,176 27,707 4.25% 806,143 31,557 391% 844,051 ;32,783  3.88%
3,707,584 253326  6.83%| 3,203,215 189,985  5.93%| 2,716,494 . 147285  542%
102,789 73,640 . . £ 42,597,
_ 1204715 - o, 174,808 Tt 138,025
$ 4015088 .7 '$ 3,451,663 ! $ 2,897,116
_— —_— —_—
$ I 389,042 1/ 2976  0.77%|§ 317,334 889  0.28%|.8 259279, . 474 0.18%
| (243333 2036 0.96%| 209,004 L130  0.54% 159,237 . 471 030%
584,467 ~- T18,043 - ‘3.09% 483,423 7,552 156%|, . 402,157 3,776 0.94%
860,092 - = -34;792 ° "4.05%| -~ 567,818 - 16,134  2.84% 422,342 9331  2.21%
487,112 20,460  4.20% 673,904 21,489 3.19% 791,245 18,540  2.34%
r - . . ' 1 . N ' o _
W 329,787 16,431, . - 4.98%]  -287,99] 12,784 . 4.44% 181461 - 7298  4.02%
2,893,833 95,038  3.28%| 2,539,474 59978  2.36%| 2215721 ¢ 39,892 "1.80%
702,696 582,355 400,280
6464 T 0 "32,510 27,747
3,632,993 3,154,339 2,643,748 ,
o - .. oL A T
. ot T [ ' + ' ' . (L
497 469 458
"291,015, 239,907 .224.833 4 R
- .90,624 53,062 . - 22,804 g
@D 3,886 5,273
! 382095 .. 297,324 L 253368, ... -
! ‘ T ! N &
$| 4,015,088 § 3,451,663 $ 2897116
e ! "#« . . . i LA _" ' '
' 0 PR Lo
$ 158,288 $ 130,007 $ 107,393
e —— e ——— By
: 3.55%]| - - ! T 3.57% e 3.62%
4.35% 4.20% . 415%
1.52% 1.52% 1.54%
. S G . 16.00%] .

. . | .
(1) Without tax effect on non-taxable securities income
(2) Net income divided by average total assets’

(3) Net income divided by average equity

!

‘. 17.62%

17.61%

22




Rate/Volume Analysis

Net interest income can'be évaluated from the pérspective of rélativeidollars, of change in each pefiod.: ‘Interest income and interest
expense, which are the components of net interest income, are shown in the following table on the basis of the amount of any
increases (or decreases) attributable to changes in the dollar levels of the Company’s interest-earning assets“and - interest-bearing
liabilities (“Volume™) and the yields earried andrrates paid on such assets and liabilities.(“Rate”). The change in interest income and
interest expense: attributable to changes-in both'volume and rates has been allocated prupomonately to the change due to volume and

the change due to rate. CorETI e T T Y T Lol e , )
Years Ended December 31, Years Ended December 31,
(dollars in thousands) . © . [° T 1 2006vs.20057 . | "t " 2005 vs. 2004 e
7 - e Increase {Decrease) due to: Increase {Decrease) due to: S
. ' Interest Income . | Volume | Rate- |  Net Volume | Rate | Net '
- - <ZRealEstatéLoans - - - “[$ 13203; $ 4510 $ 17,713 | $:10,693- § 871 $ 11,564 |
‘ Commercial Loans | _ . | 24742, 13,114 37,856 | .. 16,369 7,678 24,047 |
! ‘Consumer and Other Loans p 7 054: 4,534 11,588 6,219 2,146 8,365 ). ..
77 Investment Securities - P N (Y 428) . 2612 (3818 (1,519 243 (1,276)
¥ Total Interest Income g 38,571 24,770 63,341 | -+31,762 10,938 - 42700
. . Interest Expense - | S, o o woor
NOW Accounts e 201 .- 1,886 _-:-._.__2_',0*87 . 106 308 .414 | .
Savings Accounts * 186 1,019 - 1,205 |~- w147 512 659
Money.Market Accounts 1,578 8,912 10,490 |+« ~763 ) 3,013 3,776
Certificate-Accounts 8,305 - .10,355 18,660 |~ 3,215 3,587 6,802
FHLB Advances - (5, 956) 4927 (1,029) (2,749) 5,698 2,949
Other Borrowings and ' ! 1
Repurchase Agreemeéfits - 1,854+ 1,793 1 3,647 4,284 1,202 5486 |« *
Total Interest Expense ' 6,168 28,892 35,060 5,766 « 14,320 20086 |- - ¢
Net Interest Income $ 32403 $ (4,122) § 28,281 | $°2599 :$ (3,382) § 22,614 o

'
» ,-‘ 1 - 1
' ! woo L : .

Net interest income 1ncreased $28 million in 2006 over 2005. The increase was pnmarlly due to increases in loan volumes and loan

- rates which combined outpaced the increase in deposit and borrowing rates. For additional information see “Item 7 - Management’s
Dlscussmn and Analy51s . " . ' " :

- - " ‘ Ll
! i - '

+

INVESTMENT ACTIVITIES . ' ' Lo

[ e
T 0

. It has generally been the Company s policy to mamtam a hquld portfolic only slightly “above policy limits because hlgher ytelds can
. generally be obtained from loan originations than from short-term deposns and investment securities. R o

-
ot ' N

Liquidity levels may -be increas'ed or decreased depending upon yields on investment-alternatives and upon management’s judgment
as to the attractiveness of the ylelds then available in relation to other opportunities and its.expectation of the level of yield-that will be

'

- available in the future. : ' ‘ ;

o t . [ il T

. The Company ] mvestment securities are generally classnﬁed ,as available for sale’ and are camed at estimated falr value wnh
+ unrealized gains or losses net of tax, reflected as an adjustment to stockholders’ equlty | Gy :

" f .l ' . '\
The Company uses the federal statutory rate of 35 percent in calculating its tax equlvalent yaeid Approxnmately $294 m11110n of the

. investment portfollo is comprised of tax exempt investments which is a decrease of $2 million from the prior year.

. 4 f
A . ML L [l

_For mformanon about the Company’s equtty investment in the stock of the FHLB of Seattle, see “Sources of Funds ~ Advances and

Other Borrowings”. AT ' v

" N -3, b

: For additional information, see “Item 7 - Management ] Dlscussmn & Analy51s and Note 310 the Consohdated Financial Statements

in “Item 8 - Financial Statements and Supplemeniary Data”.” ~ S o

RTINS ‘ R R T
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1
‘ ‘ , LENDING ACTlVlTY : S . E
General ' o 2 o - ‘

The Banks focus their lendmg activity primarily on several types of Ioans 1) ﬁrst—mongage conventional loans secured by remdennal
propertics, particularly smgle family, 2) mstallment lending for consumer pirposes {e.g., auto, home equity, etc.); and 3) commercial

lending that concentrates qn targeted buslmesses
Financial Statements in “Item 8 — Financial Statements and Supplementary Data” contain more information about the loan portfolio.

Loan Portfolio Cnmposmon
The following table summarizes the Company’s loan portfoho

" '

“Item 7 - Management’s Discussion & Analysis” and Note 4 to the Consolidated

P R L
1
{dollars in thousands) VoL Al LA M . AL ' A
12/31/06 12/31/05 1231404 12/31/03 12/31/02
TYPE OF LOAN ‘ L ‘ "
) Amount |} Percent .| . Amoum Percent Amount . | Percent Amount Percent Amount Percent
Real Estate Loans: ) : . R e . . X ‘ TR
Residential first morigage : $.7S8,9’.’.||T 2397% 8589260 | 24.58% $382,150 2249% $305,372 21.35%).  $315043 1 2422%
Held for sale : $35,135 1.E1% $22,540.1  -.0.94% §14.476 0.85%) $16973 | .- 1.19%| - 351,987 4.00%
Total ) $794,056 25.08% $611,800 25.52% $397,226 23.34% $322,345 22.54% $367,030 28.22%
| - ,
Conmercial Loans; } K . o !
Real estate ' I ‘ S95f1,29(1: 30,15% $781,181 32.59% $526,455 3094%| +  $483,684 ] ~33.82% $397,803 30.58%
-Other commercial " $902,994 28.53% $579,515 24.17% $466,582 | -27.42%] " $359,030 25.10% $276,675 § © 21.27%
Total i \ $1,857.284 58.68%) $1,360,696 | ' 56.76% $993,037 58.36% $842,714']  58.92% $674.478 51.85%
, — , . : 1
Consumer and Other Loans: Lk ’
Consurner $218,64(? 6.91%% $175,503 732 395,663 5.62% $95,73% 6.69%% S;l 12,893 8.68%
Home equity $356,477 11.26% $295,992 12.35% $248,684 14.61% $199,693 13.96%)| $174,033 13.38%)
Total $575.117 | 18.17%]  $471.495 19.67% $344,247 20.23% $295432 | 20.65% $286,926 22.06%)
Net deferred loan fees, premiums ' ' ' ’ o v v
and discounts (811 ,67‘1) 0.37% ($8,149) -0.34%) ($6,313) 0.37% (36,136) 0.43% (36,837) £0.52%
Allowance for loan and lease losses ($49,259) -1.56%) {$38,635) -1.61%) (526,492) -1.56% (523,990 -1.68%; (520,544) -1.61%
Loans Recelvable, Net $3,165,524 1 100.00%] $2397187 ] . 100.00%]  $1,701,805 [ 10000%  $1.430.365 | 100.00%] " $1,300,653 | 100.00%
Loan Portfolio Maturities or Reprlcmg Term i
The stated maturities or ﬁr‘st repricing term (if appllcable) for the loan portfolio at December 31, 2006 was as follows:
(dollars in thousands) “| ‘Real Estate ¢ Commercial - Consumer _« Totals -
Variable Rate Maturing or Repricing in: . - : oo
One year or less 3 289,936 679,881 178,196 * 1,148,013 -
One to five years 104,229 457,798 - 51,107 613,134 !
Thereafter 9,069 91,005 6,702 106,776
H + .
"' Fixéd Rate Maturing or Repricing in:'** o U -
One year or less , 152,024 258,999 83,425 494,448’
One 1o five years ' 182,275 © 298,248 207,818 - 688,341
Thereafter, ' ‘ 56,523 71,353 47,869 175,745
Totals’ 4 'S 794,056 1,857,284 575,117 3,226,457
Real Estate Lendmg ' ' . .

The Banks’ lending actwmes consist of

the origination of both construction and permanent loans on residential and commercial real

estate. The Banks acnvely solicit real estate loan applications from real estate brokers, contractors, existing customers, customer

refcrrals and walk-ins to their offices. Th

r

e Banks’ lending policies generally limit the maximum loan-to-value ratio on residential
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" inspected on a regular basis and advances made on a percentage of complenon bas,ls -

mongage leans to 80 percent of the lesser of the appraised value or purchase price or above 80 percent of the loan if insured by a
private mortgage insurance company The Banks also provide interim construction financing for single-family dwellings.. These
loans are genera!ly supported by a term take out commitment. - The Banks also-make lot acquisition loans to borrowers who intend to
construct their primary residence on the respective lot. These loans are generally for a term of three to five years and are secured by
the developed lot. - . ce ‘ . o i

. ] o e el H ! o '
Land Acquisition and Development Loans
Where real estate market condmons warrant, the Banks make land acquisition and development loans on properties intended for
residential and commercial use. These loans are generally made for a term of- 18 months to two years and secured by the developed
property with a loan-to-value not to exceed 75 percent of cost or 80 percent of market value. The loans are made to borrowers with
real estate development experience and appropriate. financial- strength.  Generally .it. is. required a certain percentage of the
development be pre-sold or that construction and tetm take out commitments are in place prior to funding the loan.

L]

Residential Builder Guidance Lines - - e cee -
For borrowers located in strong real estate markets, the Banks prov1de Builder, Guldance Lines that are comprrsed of pre- so](l and
spec-home construction and lot acqu1smon loans.. The spec-home construction and lot acquisition loans are limited to a set number
and maximum amount. Generally the individual loans will not exceed a one year ‘maturity. The homes under construction are

¥

.- !
. '

O, PR - e - B R I T - - s
+

Portfolio Concentratmn ‘ ' , ‘ ' .

;The combined total of lot acqu1smon lodns to borrowers who intend to construct primary, residence on the lot, land acqurs;tlon and
development loans, and residential buildér lines is approximately $789 million, or.24.5 percent of total loans at December 31, 2006.

The December 31, 2005 total, including loans in the barks acquired in 2006, was approxnmately $545 million or 19.7 percent of total
loans. Increases incurred in each subsidiary with the Iargest amounts outstandmg centered in the hlgh growth areas of Western

Montana, and Couer d’Alene, Sandpoint, Boise, and Southeastern Idaho. The geographic dlSpeNlOl’l 1n addition to the normal credit

standards described in the above paragraphs further mitigates the risk of loss in this ponfoho

v

Commerelal Real Estate Loans .

' Loans are made to purchasé, construct and ﬁnance commerc1al real estate. propemes “These loans are generally made to borrowers

who own and will occupy the property. Loans'to finance irivestment or income properties are made, but require additional equity and
a higher debt service coverage margin commensurate with the'specific property and projected income. ' .

. . . [

Consumer Lending - T : ' o
The majority of consumer loans are secured by real estate automoblles or other assets: The Banks intend to continue making'such-
loans because of their short-term nature, generally between three months and five years. Moreover, interest rates on consumer loans
are generally higher than on mortgage loans. The Banks also originate second mortgage and home equity loans, especially 1o its
existing customers in instances where the ﬁrst and second mongage loans are Iess than_ 80 percent of the current appralsed value of

the property. ' R o

Credit Risk Management

The Company's credit risk management includes stringent credit policies, individual loan approval llmlts and commmee approval of
larger loan requests. Management practices also includes regular internal and external -credit, examinations, management review of
loans experiencing deterioration of credit quality, quarterly monitoring of all spec home loans, semi-annual review of loans by
industry and periodic interest rate shock testing. . - e . N 5

" - i
oy . RO |

Loan Approval Limits

Individual loan approval limits have been established for each lender based on the loan types and experience of the individual. Each
subsidiary bank has an Officer Loan Committee consisting of senior lenders and members of senior management. "The Officer Loan
Committee for each bank has approval authority up to its respective Bank’s Board of Directors loan approval authority. The Banks’
Board of Directors approval authorlty is $750,000 at Morgan, $1,000,000 at 1*' Bank and First National Bank of Lewistown,
$2,000,000 at Big -Sky, Citizens, and Valley and $3,500,000 at First Security, Glacier, Whitefish, Mountain West “and Western
Security. Loans over these limits up to $10,000,000.are subject to approval by the Executive Loan Committee consisting of the
bank’s senior loan officers and the Company’s Credit Administrator. Loans greater than $£10,000,000 are subject to approval by the
Company’s Board of Directors. Under banking laws, loans to one borrower and related entities are limited to a set percentage of the

LN

ummpalredcapltalandsurplusofthebank e S T

7 t . L
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Loan Purchases and Sales

Fixed-rate, long-term mort!g'age loans- are, generally'sold in- the secondary market..- The Banks are active in the secondary market,
primariiy through thé,origination of conv'en'ti()nal, FHA and VA.residential mortgages: ' The sale of loans in the secondary mortgage
market reduces the Banks" risk ofmholdingI long-term, fixed-rate-loans-during periods of rising rates. - The $ale of loans also allows the
Banks to make loans durin'g periods when funds.aré.not otherwise available for lending purposes. In connection with .conventional
loan sales, the Banks typically sell a majonty of mortgage loans originated, retaining servicing only on loans sold to investors. The

Banks have also been very actwe in generatmg commercial SBA loans, and other commercial loans, with a portion of those:loans sold

to investors..-As of December 31'=2006; loans serviced:for,others aggregated approximately $178 mitlion.. - - Coe
HRE T N S NN 118 PAT NV N T T S TR LR IO PRV TCAIE ) o NP TN [ ks gl b
Loan Orlglnatlon and Other Fees
In addition to interest eamed on loans lhe Banks recewe loan origination fees for ongmanng loans. Loan fees generally are a
percentage of the prmcnpallamount of the loan and are charged to the borrower and are normally deducted from the proceeds of the
loan. Loan ongmanon fees are generally l 0" percent to 1. 5 percent on res1dent1al mortgages and 5 percent to ‘1.5 percent ‘on
commercral loans Consumer loans requ1re a ﬂatlfee as wll’ as a mlmmum 1nterest amount." The Banks also receive other fees and
charges relatmg 1o exnstmg loans which ificliidé charges and fees collected { in connectlon w1th loan modlf' catrons and tax service.

or
[

Non-Performing Loans and -Asset Classlﬁcanonn RYTS SYT T (TR R NTRPRR TRT A e, C ot ke P
Loans are reviewed:on a regular.basis :and;are placed:on a: non-accrual: status when the collectlon of the contractual prmclpal.or

interest-is'unlikely:-(The. Banks typ1cally;l>lace|loans on.non-acérual when principal or interest is due and has remained unpaid for 90
days or more,unless the- loa.ln is well secured by collateral having realizable .value sufficient to discharge.the debt in full. When a loan
is placed on nonaccrual status interest .prevrously accrued but not collected ris: reversed against current period interest income,
Subsequent payments are 'either applied' to the outstanding principal balance or recorded as interest income, depending on the
assessment: of . the ul[lmaIEi repaymentrof the ioan. :Interest,acciuals;are resumed on such.loans only when they are brought fully

current with respect to intefest and principal and when,-in the judgment of management 'the loans are estimated to be fully collectible

as to both prmcnpal and interest.
PO A e Dt g v Benlt ol 20 stnl o et Lo s 0 et DD et et Cal
The following table sets for|th information regarding the Banks’. non-performing.assets:at the: dates indicated: v
NON-PERFORMING A‘S§F‘:‘T!S‘i !. e et S —
" (dollars in thousands)” l ? ot “r PRI . e AT AT AL AL At
St s e aiios [ Tasies” [ i2sned | 12103 | 123102
Nosn-accrual loans: ORT 1% ISR VRN PUMIR USRI PPN BOTIPE T '
Mortgage loans : . $1,806 $726 $847 $1,129 $2,476
Commercial loans 3,721 L4045 10,4792 8246 | . 5,157
Consumer loans 538 481 311 687 409
Total ephie .. 6,065 )., ., 5252, .5950].: 10,062] . 8042
Accruing Loans 90 days or more overdue:; .1, .o - toamigit 2| o et baien eeaad e ool i
Mortgage loans ' Lo s [0 554 e e 21659 | iy 4,179 379 .. 846
Commercial loans . e | . o638 L2 199, 1067, 1,798 | 968
i - Consumerioans, .y do o s g e s 153 ] 647 . 396 | 2421 . . 184
Total 1,345 4,505 1,642 2419 . 1,998
Real estate and other assets owned 1,484 332 2,016 587 1,542
-1+ ' Total-non- performingI loans and realues: 1 e | . o a M e e e ] -
- estate:and other assets owned!.. ipr . diomieufal ot '8 864.1.. 10,089 - 9608 | . 13,068 .- 11582 |
Lt R RR T TR (P S EE Fedany e eyt R T 1 ~ ] PN , .
) ‘ s 2 pércentage of total assets 1ol oo L VGG oaen] - 03a%| | “babos] | 051%
Interest Income (1)~ -4 ™ e 0 eyt gin ol e gapy [eoive 93597 b e g372 | - 8665 | v $596 ] -
(1) Amount of interest that would have been recorded on loans accounted for on a non-performing
basis as of the end of each period|if such loans had been current for the entire period.

Non-performing assets as al percentage ofjtotal assets at December 31, 2006 were .19 percent versus .26 percent at the same time last
year, which compares favo'rably to the Federal Reserve Bank Peer Group average of .44 percent at September 30, 2006, the most
recent information avallable The allowance for loan and lease losses was 554 percent of non-performing assets at December 31,
2006, up from 383 percent ? year ago.

'
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Tt

With the continuing change in loan mix from residential real estate to commercial and consumer loans, which historically have greater
credit risk, the Company has increased the balance in the. allowance for loan and lease losses account. The allowance balance has
increased $10,604,000, or 27 percent to $49,259,000, which is 1.53 percent of total loans outstanding; down from 1 59 percc nt of
loans at December 31, 2005. Of the $10 604,000 increase, $6 091 ,000 is the result of acqursmons
C g

Allowance for Loan and Lease Losses R R T A T I "

The Allowance for Loan .and Lease Losses (“ALLL”) is marntarned atra level’ that allows for the absorptron of loan losses inherent
within the bank’s loan portfolios. The Company is committed to the early recognition of problem loans and to a strong conservative
allowance. .

Determining the adequacy of the ALLL 1nvolves a high degree of Judgment and i§ rnevrtably rmprecrse Accordingly, the ALLL is
maintained within a range based upon a best estimate. The adequacy of the AL[LL is based on management s current judgment about the
credit quality of the loan portfolio and considers all known relevant 1ntemal and extemal factors that affect loan losses. ‘An evaluation of the
adequacy of the ALLL is conducted on a quarterly basis. Thé evaluatron 1s documented and approved by the subsrdrary Banks Boards of
Directors and reviewed by the Company’s Board of Dlrectors

The primary responsibility for credit risk assessment and identification of problem loans-rests with the loan officer of the account.'-‘This
continueus process, utilizing each of the Bank’s credit risk rating process; is necessary to.support management’s evaluation of adequacy of
the ALLL. An independent loan review function verifying'loan. risk: ratings independently evaluates.the loan: officer and
management’s evaluation about the credit quality: of the loan portfolio. " The loan réview function also assesses the evaluation process
and provides an independent analysis of the adequacy of the ALLL T T S R e
A R TP P O : '

The ALLL methodology is designed to reasonably estimate the probable loan-and lease loss -within the Bank 8 loan portfolros‘ The
methodology is based upon a process of estimating general; specific, and other allowance allocatrons - .

¢ General allocations are estimated by applying loan loss rates to groups of loans as deﬁned by Statement of Frnancral Accounting

Standards (“SFAS”) Number (“No.”}’5, Accountmg for Contingencies.” v L o2 1 .h

e Specific allocat1ons are estirnated for loans that are impaired or have: been selected for 1nd1vrdual review as deﬁned by SFAS No.
114, Accountmg by Crea’rtors for [mparrment of a Loan--an amendment ‘of SFAS No. 5 and 15.

e s ..l

¢  Allocations that 1nclude other factors that warrant an mcrease or decrease in the ALLL balance.
At a minimum, the process mcludes the following’ elements: l

_,Nf.., e - e -

Is well documented. wrth clear explanatrons “of the.supporting analyses

Includes an analysis of the loan portfolio. whether on an individual or group basis >
Considers all known relevant internal and external factors that may, affect loan losses
Applies procedures consrstently but, whén appropriate, is modified for new factors
Ensures the ALLL balance is recorded in accordance w1th accouriting principles generally accepted in the United States of
America. .

PLAV £1) - . . . .

The Banks’ charge-off polrcy 15 consrstent wrth bank regulatory standards.’ Consumer loans«generally are charged off when.the loan
becomes over 120 days delinquent. ‘Real estate acquired as a result of foreclosure or by deed-in-lieu of forectosure is classified as real
estate owned until such time as it.is sold. When such property is acqurred it is recorded at the lower of the unpard principal balance
or estimated fair value, not to exceed estimated nét realizable.value.- -Any: write-down at the time’of recording real estate owned is

charged to the allowance for loan and lease losses. .Any subsequent write- downs are charged to current expense.
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Loan Loss Experience R R ) -
. e T Y ' R s U . A '
(Dollars in Thousands) cemowro ot Years ended December 31,
' 2006 2005 2004 2003 2002
Balance at begmnmg of penod - -3 L 438,655 e 0 26,492, v 4 23,990 20,944 . ¢ 18,654
Charge-offs: . _
* Residential real estate . ' T (14) < (115) - (419) (416) (887)
“ Commercial loans : . ""-“‘ ul (1,187 (744) tU (1L,150) (912) (2,522)
N 'Con§umer loans | . -,"' C ' {448) " 4{539) (776) {1,078) {(1,328)
-Totai charg'e'of‘fs B R S A(649) 7 (1,398) {(2,345) (2,406) (4,737)
i —
l I ) e
Recoveries: . S A j_ o B
Residential real estate STt X 341 . 82 171 126 276
Commercial loans ' 331 414 .. 120 1274 326
Consumer loans =298 . 415 361 284 680
Total recoveries. = 5 970 911 652 684 1,282
Charge-offs, net of‘recoverres T T 679 T (487) (1,693) (1,722) (3,455)
Acquisitions (1) _. | 6,091 ... 6,627 , T . 959 , -
Provision for loan losses 5,192 C 6,023 4,195 3,809 5,745
Balance at end of period $ 49,259 38,655 26,492 23,990 20,944
R Lt . | L LU ow ) ‘_ R ., :
Ratio of net charge- offls to average - R ' : - :
loans outstanding dunng the penod T 0.02%. o ‘0 02% - 0.10% " 0.12% ' - 0.26%
.t t l . . ° . L . . '
“(1) Acquisition of CDC and Morgan in 2006, First State Bank] i ¢ ‘
v Citizens and 1st Bank in' 2005, and Pend Oreille Bank in 2003:. .
- - . TS (TP i ) '
Allocation of the Allowance for Loan and Lease Losses
i : o . v ' . g 0 e " 4
f R RN Y TR TR [ -
: 2006 Capps T 004 2003 2002
' ' Percent "t “Percemt s M + 1 Percent Percent Percent
e " ofidansin’ of Idans in ofloans in of loans in of foans in
(dollars in thousands) Allowance cattlzgory' " Allowance - --category - ‘Allowaiice -« category " Allowance category  * Allowance category
Residential first mongage |
and loans held for sale 5. s421 " 246% Y4318 250% “ 0 2603 22.9% 2,147 21.8% - 2,3 27.4%
Commercial real estate . ST T 29 6% © 143700 5 . 32.0% {92227 30.3% 27464 33.2% . T0B8 - 30.1%
Other commercial 18,361 - 280%' 012,566~ . 7% . 9836  269% 9,951 24.7% 7670 209%
Comswmer " e 86 17w 7401 193% 1t a4l 19.9% 4428 . 203% b 3852 21.6%
Totals § | 49259 100.0% 38,655  100.0% 26492 . 100.0% 23990  100.0% 120944 - 10D.0%
’ . SOURCES OF. FUNDS L o
General

Deposits are the most 1mponant source of the Banks funds for lendmg and other business purposes ln addition, the Banks derive
funds from loan repayments advances from ‘the FHLB of Seattle, repurchase agreements, treasury term borrowings, and loan sales.
Loan repayments are a relatively stable source of funds, while interest bearing deposit inflows and outflows are significantly
mﬂuenced by general interest rate levels]and money, market conditions. ,Borrowings and advances may be used on a short-term basis
to compensate for reductions in normal sources of funds such as deposrt inflows at less than projected levels. They also may be used

| |
on a long-term basis to support expanded activities and to match maturities of longer-term assets.

Deposits obtained through the

Banks have traditionaily b'een the pnnc;pal source of funds for use in lending and other business purposes. Currently, the Banks have
a number of different deposit programs designed to attract both short-term and long-term deposits from the general public by
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providing a wide selection of accounts and rates. These programs include regular statement savings, interest-bearing, chécking,
money market deposit accounts, fixéd rate certificates of deposit with maturities ranging form three months to five years, negotiated-
rate jumbo certificates, non-interest demand accounts, and individual retirement accounts. P tentt T

i e i [ PR

“Item 7-- Management’s Discussion and' Analysis” Confains information relating to changes in the overall deposit portfolio. ... 4.

e I A
Deposits are obtained primarily from individual and business residents of the Banks’ market area. The Banks issue-negotiated-rate
certificate accounts with balances of $100,000, or more, and have paid a limited amount of fees to brokers to obtain deposits. The
following table illustrates the amounts outstanding-for. deposits greater than $100,000, according to the time remaining to maturity.
Included in"the” seven to twelve month and the over‘t\‘yjelve mon_th"‘m_ajtiirity is $172,000,000 and $1,0‘1.5‘,Q(1)Q &f iprgkered CD’s,
respectively. "~ memmor e emmn mmm mhmmee s s e

Certificate Demand
(dollars in thousands) Accounts Deposits Totals RNt UL A

* Within three months............50...oov h 115,206 1,185,608 1,300,814 0t e
S " Three menths to six months.... ... 63,117 - 63,117 ' o
- Seven months to twelve months..... 245,489 - 245489.. v
"7 .Over twelve months. ...t 391609 - 39,6091 +u. - T

T Totals T T8 463,421 1,185,608 1,649,029
+ NS B vt oy VT Y AT T E A T RN TS Ul

- For additional information, see “Item 7 - Management’s Discussion & Analysis” and Note 7 to the ConsolidatediFinancial Statements
in “Item 8 — Financial Stafements and Supplementary Data”. _ = 7" __ viee Al et paiel e
Lo Wt e e oo ; S DI T IR G I 1

In addition to finds obtained in the"(l)rdinai*y'Eoﬁrse_(‘)f business, the Company formed Glacier Trust 11, Glacier Trust 111, and Glacier
Trust [V as financing subsidiaries and obtained Citizens Trust I in connection with the acquisition of Citizens ;on: April 1y 2005.
Glacier Trust 1V issued 30,000 preferred securities” at::$1,000 per preferred security. The purchase of the securities, entitles the
shareholder to receive cumulative cash distributions at an annual interest of 7.235 percent for the first five years and then converts to a
three month LIBOR plus 1.57 percent adjustable quarterly rate from payments on .the juniot subordinated debentures-of Glacier
Bancorp, Inc. The subordinated debentures will mature and the ;preferred;securities must.be redeemed-by' September 15, 203€. In
exchange for the Company’s capital contribution, the Company owns all of the outstanding common securities of Glacier Trust 1V.
The proceeds were used to fund a portion of the acquisitions of CDC and Morgan and for general corporate purposes.

RN I IS U | JY IR0 ETTIA | P TI NG E AT Y 'é

Glacier Trust IT1 issued 35,000 preferred securities at $1,000 per preferred security. The purchase of the securities’ entitle:;uthe
shareholder to receive cumulative cash distributions at an annual interest of 6.078 percent for the first five years and then converts to a
three month LIBOR plus 1.29 percént adjustable quarterly rate from payments on the junior subordinated debentures of Glacier
“Bancorp, Inc” The subofdiniated debéntures Will mituré and thie prefétfed securitiés must be rédeemed by April 7, 2036. In exchange
for the Company’s capital contribution, the Company owns all of.the outstanding common securities of Glacier Trust 1Il. The
proceeds were used to fund the redemption of previously issued subordinated debentures in the amount ©0£$35,000,000.70 70 T

. . 1.

Citizens Trust I issued 5,000 prefeirred securities at.$15000 per preferred security. The purchase of the securities-entitles..the
shareholder to receive curnulative cash distributions at an annual interest rate of three month LIBOR plus 2.65 percent rate adjustable
quarterly from payments on the junior subordinated debentures of Glacier Bancorp, Inc. The subordinated debentures will mature and
the preferred securities must be redeemed by June 17, 2034, In exchange for the Companys capital contribution, the Company cwns .

ail'of the outstanding common securigie;s of Citizens Trustl,

FEATIRLTITS AR e = P - . P

Glacier Trust I1 issued 45,000 preferred securities at $1,000 per preferred security. The purchase of the securities entitles the

shareholder to receive cumulative cash distributions at an annual interest of 5.788 percent for the first five years and then converts to a

three month LIBOR plus 2.75 percent adjustable qu:fr'tefly fate-'from jj]a'yiriéms on the junior subordinated debentures of Glacier

Bancorp, Inc. The subordinated debentures will mature and the preferred securities must be redeemed by April 7, 2034, In ex‘éﬁil'h'gé

for the Company’s capital contribution, the Company ‘owns all of 'the’ ‘outstanding common “secuiitiés of Glacier Triist 11. * The

proceeds were used fof general corporate purposes. " oA et s PRSI PRI : S IR TTRIIR A B N PRUT!
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For additional infortation régarding the subordinated débentures, sée Note 10 to the’ Cohso[idafed"Finaandl ‘St"atéments “Item '8 '~
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Advances and Other Borrowings
As a member of the FHLB of Seattle, the Banks may borrow from the FHLB on the security of stock which it is required to own in
that bank and certain of its home- mortgalges and other assets (principally, securities which are obligations-of, or guaranteed by, the
United States), provided certam standards. related to credit-worthiness have been met: Advances are made pursuant to several
different credit programs, each of which has its own interest rate and range of maturities. Depending on the program, limitations on
the amount of advances are based cither. on a fixed. percentage of an.institution’s capital orton, the. FHLB’s assessment of the
institution’s credit- worthmess FHLB ad:vances have been used from time to time to meet seasonal and'other withdrawals of savings
accounts and to expand lending by matching a portion of the estimated amortization and prepayments of retained fixed rate
mortgages. All subsidiary banks, except Western Bank of Chinook, N. A are members of the FHLB.
f e i

From time to time, pnmanly as a shornt- -term fi nanemg arrangement for mvestment or l:qmdny purposes, the Banks have made use of
repurchase agreements. This process involves the “selling” of one or more of the securities in the Banks’ portfolio and by entering
into an agreement to repurchase that same security at an agreed upon later date, . A rate of interest is paid for the subject period of
time. In addition, although the Banks have offered retail repurchase agreements to its retail customers; the Government Securities Act
of 1986 1mposed confimation and othe{ requirements which generally made it impractical for financial institutions to offer such
investments on a broad basis. Through policies adopted by each of the Banks’ Board of Directors, the Banks enter into repurchase
agreements with local munlcxpahnes and certain customers,’and have adopted procedures des:g,ned to ensure»proper transfer of title
and safekeeping of the underlymg securities. e ! &

ey HE : L e

The following chart illust[ates the average balances and.the maximum outstanding month-end balances for FHLB advances and
repurchase agreements:

1

(dollars in thousands) For the year ended December 31,

. , | T 2006 . 2005, . _ 2004 .
FHLB Advances . A " o
Amount o'utstandmg at end of period................ §; . 307,522 402,191 818,933
Average Balance. ...l ool e, $. 487,112 . . 673,904 791,245, .
Maximum outstanding a:t any month- end ........ o5 635,492 - 804,047 ¢ 862,136
Weighted average interestrate........................ o L 420% 3.09% 2.34%
. . . . 1e ' ! ] ' ) ' . o . ]
Repurchase Agreements: e o -
Amount olutstanding at end of period $ 170,216 129,530 76,158
ot Averagebalance. bkl 08 153814 103,522 <. 69,480 ¢
Lo ¢ Maximum outslandmg alt any month-end....r...... $ ' 164,338 132,534 0 180,265
' Wetghtedlaverage inerest rate.......... ol 432% ©o2.85% 1.25%

Vg b o “' . . e .o Lot X . “\ooeoa ] . ] - "ar .

The Banks also parttcnpate in a U.S. Treasury auction program whereby the Banks are able to bid ‘on"the funds. The term of the
borrowmgs is typically less than 35 days The followmg lists the outstandmg treasury term borrowmgs

" DI : _' N

et ' LN v . e ' I , ' T v v
oy A December 31, ~ o B

' (dollars in thousands) T 2006 " o005 T 2004

] . ; A . [ . - N " - to. - . 7' ., :

[ ‘Outstandfing balance.....L........... cors o~ 162,000, 0 2179000 ~, . - s -
Welghtedratc...'..-. ..... el T syt e e c420% 4 o e e T
T Matritydate.ooe ol 0 Tan3,2007 0 ani3,2006, 0 -

T N ' I . . e ) e . o T . P
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For additional information concerning the Company’s advances and repurchase agreements, sce Notes 8 and 9 to the Consolidated

» i RSP
Financial Statements in “Item 8 Ftnancml Statements and Supplementary Data
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EMPLOYEES

As of December 31, 2006, the Company employed 1,470 persons, 1,236 of who were full time, none of whom were represented by a
collective bargaining group: . The Company provides its employees with a comprehensive benefit program, including medical
insurance, dental plan, life and accident insurance, long-term disability coverage, sick leave, profit sharing plan and employee stock
options. The Company considers its employee relations to be excellent. See Note 13 in the Consolidated Financial Statements in
“Item 8 — Financial Statements and Supplementary Data” for detailed information regarding profit sharing plan costs and eligibility.

SUPERVISION AND REGULATION
Introduction o A : » . .

The following discussion describes elements of the extensive regulatory framework applicable to the Company and the Company’s
subsidiary banks. This regulatory framework is primarily designed for the protection of depositors, federal deposit insurance funds
and the banking system as a whole, rather than specifically for the protection of shareholders. Due to the breadth of this regulatory
framework, our costs of compliance continue to increase in order to monitor and satisfy these requirements.

To the extent that this section describes statutory and regulatory provisions, it is qualified in its entirety by reference to those
provisions. These statutes and regulations, as well as related policies, are subject to change by Congress, state legislatures and federal
and state regulators. Changes in statutes, regulations or regulatory policies applicable to the Company, including interpretation or
implementation thereof,.could have a material effect on the Company’s business or operations.

Bank Holding Company Regulaticn

General. The Company is a bank holding company as defined in the Bank Holding Company Act of 1956, as amended (“BHCA"),
due to its ownership of the subsidiary banks listed below (the “Subsidiary Banks”). Glacier Bank, Glacier Bank of Whitefish, Valley
Bank of Helena, First Security Bank of Missoula, Big Sky Western Bank, and Western Security Bank are Montana state-chartered
banks and are members of the Federal Reserve System; Mountain West Bank and Citizens Community Bank are Idaho state-chartered
non-Federal Reserve member FDIC insured banks; 1% Bank is a Wyoming state-chartered bank and is a member of the Federal
Reserve System; Western Bank of Chinook, N.A., First National Bank of Morgan and First National Bank of Lewistown are national
banks. As discussed elsewhere, Citizens State Bank, First Citizens Bank of Billings, and First Citizens Bank, N.A., were merged into
First Security Bank of Missoula, Western Security Bank and Glacier, respectively. It is anticipated that during June of 2007, Western
Bank of Chinook will merge into First National Bank of Lewistown.

As a bank holding company, the Company is subject to regulation, supervision and examination by the Federal Reserve. In general,
the BHCA limits the business of bank holding companies to owning or controlling banks and engaging in other activities closely
related to banking. The Company must also file reports with and provide additional information to the Federal Reserve. Under the
Financial Services Modemization Act of 1999, a bank holding company may apply to the Federal Reserve to become a financial
holding company, and thereby engage (directly or through a subsidiary) in certain expanded activities deemed financial in nature,
such as securities brokerage and insurance underwriting.

Holding Company Bank Ownership. The BHCA requires every bank holding company to obtain the prior approval of the Federal
Reserve before (i) acquiring, directly or indirectly, ownership or control of any voting shares of another bank or bank holding
company if, after such acquisition, it would own or control more than 5 percent of such shares; (ii) acquiring all or substantiaily all of
the assets of another bank or bank holding company; or (iii) merging or consolidating with another bank holding company.

Holding Company Control of Nonbanks. With some exceptions, the BHCA also prohibits a bank helding company from acquiring or
retaining direct or indirect ownership or control of more than 5 percent of the voting shares of any company that is not a bank or bank
holding company, or from engaging directly or indirectly in activities other than those of banking, managing or controlling banks or
providing services for its subsidiaries. The principal exceptions to these prohibitions involve certain non-bank activities that, by
federal statute, agency regulation or order, have been identified as activities closely related to the business of banking or of managing
or controlling banks.

Transactions with Affiliates. Subsidiary banks of a bank holding company are subject to restrictions imposed by the Federal Reserve
Act on extensions of credit to the holding company or its subsidiaries, on investments in their securities, and on the use of their
securities as collateral for loans to any borrower. These regulations and restrictions may limit the Company’s ability to obtain funds
from the Subsidiary Banks for its cash needs, including funds for payment of dividends, interest and operational expenses.
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Tying Arrangements. We are prohibited from engaging in certain tie-in arrangements in connection with any extension of credit, sale
or lease. of property or furnishing of services. For example, with-certain exceptions, neither the Company nor its Subsidiary Banks
may condition an extension of credit to a customer on either (i) a requirement that the customer obtain additional services provided by
us; or (ii) an agreement by the customer to refrain from obtaining other services from a competitor

. LI
R ' Ie

Support of Subsidiary Banks. Under Federal Reserve policy, the Company is expected to act as a source of ﬁnanc1al and managerlal
strength to its Subsidiary Banks. This means that the Company is required‘to commit; as -necessary, resourées 'to’ support the
Subsidiary Banks. Any capital loans a bank holding company makes to its subsrdlary banks are, subordinate to deposns and to certain
other indebtedness of those sub51d1ary banks ooy v : ' e

H vt A f
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State Law Restrictions. As'a Montana corporauon the’ Company is subject 1o certain "limitations and restnctrons under applicable

|
Montana corporate law. For: example state law'restrictions in Montana include limitations and restrictions re]atmg to indemmnification
of directors, distributions to shareholders, transactions involving directors, off' icers or interested shareho!ders maintenance of books,
records and minutes, and observance of certain corporate formalmes k. ’

h . . . L f

’ "
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The Subsidiaries ‘ o '
General. Glacier Bank, Glacler Bank of Whlteﬁsh Valley Bank of Helena, F1rst Secumy Bank of Missoula, B1g Sky Westemn- Bank
and Western Security BanK afe subject to regulauon and supervision by the Montana Department of Commerce’s Banking and Financial
Institutions Division and the Federal Reservd as a result of their membersh}p in the FederaIrReserve System,

. ‘ f . ' ' . . rle S ' )
Mountain West Bank and Citizens ‘Commun‘ity Bank are subject' to regulation by the Idaho Def;artmént of Financél ‘a'n'd by thé FDIC as state
non-member commercial banks. In, addmon Mountain West’s Utah and Washmgton branches are pnmarily regulatecl by the Utah
Department of Financial Institutions and’ the Washmgton Department of Financial Institutions, ‘respectively. 1¥ Bank is a member of the.
Federal Reserve System and is subject to regulatron and supervrsmn by the FRB and also the Wyommg DlVlSlOﬂ of Banking as a Wyommg

state chartered commercial bank. o ‘ L

' . ' - o ! ¥

UJ

As national bankmg assocratlons with home ofﬁces in Montana First Natiohal Bank of Lewrstown and Western' Bank of Chinook, N.A.
are subject to regulatlon by the ‘Office of the Comptroller of the Currency (“OCC“) and, to a certam extent, the Montana Department of -
Cominerce’s Banking and F1nanc1al lnstltutrons Division. As a national banking association with'a horhe office in Utah, First National Bank
of Morgan is subject to regulatlon by the occ and, to a certain extent, the Utah Department of Financial Institutions, ‘ e

The federal laws that apply to the Subs:dlary Banks regulate among othier things, the scope of thelr business, their mvestments their
TEServes agamst deposits, the timing of the avallablllty of deposued funds, and the riature, amount of, and collateral for loans Federal laws
also regulate communlty reinvestment and mlswler credit transactrons and | impose safety and soundness standards _ . .

R

Commumg Reinvestment. The Commumty Reinvéstment Act of 1977 requires that, in connectlon with' exammanons of financial
institutions within their Jlll'lSdlCthl’l federlal bank regulators must evaluate the record of financial institutions in meetmb the credit
needs of their local communities, |ncludmg low and moderate-income neighborhoods, consistent with the safe and sound operatron of
those banks. A bank’s community reinvestment record is also consrdered by the appllcable bankmg agencres m evaluatmg mergers

L
acquisitions, and appllcanons to open a bra;nch or faczllty .
[ e T, .o “. " [

Insider Credit Transa‘ctions Banks are also subject to certam restrlcnons on extens1ons of credit to executlve officers, drrectors
principal shareholders, and their related 1dterests Extensions of credit (t) must Be made on substantlally the same terms, 1nc]ud|ng
interest rates and collateral, and follow credit underwriting procedures that are at least as stringent, as those prevailingat the-time for
comparable transactions with persons.not l:overed above and who are not.employees; and (ii) must not mvolve more than the normal
risk of repayment or present other unfavorable features: . C PP g
. : .- \ ‘. ‘ Coe : P S ' ot St ' -

Regulation of Management. Federal law (i) sets forth circumstances under which officers or directors of a bank may be removed by
the institution's federal supervisory agency; (i) places restraints on lending by a bank to its executive officers, directorsprincipal
shareholders, and their related interests; and (iii) ‘prohibits management personnel of a bank from serving as a director or in other
management positions of another ﬁnancral institution whose assets exceed a -specified amount,or which.has an office within a
specified geographlc area. S K . a Lo e o

i ~ . o . ,
‘e

Safety _and Soundness Standards-. Federral law |mposes upon banks certam non-cap1tal safety and -soundness standards These
standards cover, among other things, internal controls, information systems, -internal audit systems, loan, documentation, credit
underwriting, interest rate exposure, asset[ growth, compensation and benefits. Additional standards apply to asset quality, earnings

1
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and stock valuation. An institution that fails to meet these standards must develop a plan acceptable to its regulators, specifying the
steps that the institution will take to meet the standards. Failure to,submit or implement such a plan may subject the institution to
regulatory sanctions. Cet g ‘ v

.

1

e ‘
' ’

Interstate Banking and Branching

The Riegle-Neal Interstate Banking and Branching Efficiency. Act of 1994 (the “Interstate Act™) relaxed prior interstate branching
restrictions under federal law by permitting nationwide interstate banking and branching under certain circumstances. Generally, bank
holding companies may purchase banks in any state and states may not prohibit such purchases. Additionally, banks are permitted to
merge with banks in other states as long as the home state of neither merging bank has “opted out.” The Interstate Act requires
regulators to consult with community organizations before permitting an interstate institution to ciose a branch in a low-income area.
Federal bank.regulations prohibit banks from using their.interstate .branches primarily for deposit produetion and federa] bank
regulatory agenc1es have implemented a, loan- to-deposn ratio screen to ensure compllance with this prohibition. "~ ~

! syl

With regard to interstate bank mergers, Montana “opted _out” of the lnterstate Act. Subject to certain condlnons an m-state bank that has
been in existence for at least 5 years may merge with an out-of-state bank. 'Banks, bank holdmg companies, and their respective subsidiaries
cannot acquire control of a bank located in Montana if, after the acquisition, the acquiring institution, together with its affiliates, would
directly or indirectly control more than 22 percent of the total deposits of insured depository institutions and credit unions locttted in
Montana. Montana law does not authorlze the estabhshmem of a branch bank in Montana by an out-of-state bank '

Idaho has enacted “‘opting in” legislation in" accordance with the Interstate Act provisions allowing banks toengage in intarstate
merger transactions subject to certain “aging requirements, Branches may not be acquired or opened separately in 1daho by an out-
of-state bank, but once an out-of-siate bank has acquired, a bank Withm Idaho, either through merger or acquisition of all or
substantially all of the bank’s assets, the out- of—state bank may open addmonal branches within Idaho. . .
Utah and Washington have each enacted “'opiing in” iegislation similar in certain respecls to that enacted by 1daho, allowing banks to
engage in inierstate merger transactions subject to certain aging requirements Under Utah law, an out-of-state bank may acquire a
bank branch located in Utah, but it may not establish a de novo branch in Utah if its home state does not have rec1procal taws on de

novo branching.  Under Washmgton law an out- of—state bank may, subject to the Director’s approval, open de novo branches in
Washmgton or acquire an in-state branch so long as the hOm( state of ‘the out-of-state bank has rec1procal laws wnh respecl to de
fiovo branching or branch acquisitions .

ad e

Under Wyoming law, banks Iocated in Wyoming may be acquired by out-of-state banks so long as (i) with certain excepnons the
resulting bank and its.affi Ilates would not control 30 percent or more of the total deposits held by all msured ‘depository mstnuuons n
Wyommg, and (ii) the in-state bank has been in ex1stence for at least three years. Branches may not be acqutred or opened separately
in Wyoming by an out-of-state bank, but once an out-of-state bank has acquired a bank within Wyoming, “cither through merger or
acqmsntlon of all or snbstantially all of the bank’s assets, the out-of-state bank may open addltional branches within Wyoming.
Depasit Insurance’ Lo, L '

In February 2006, the President Signed federal deposn insurarice reform leglslation The legislation (i) requlred the F D[C to metge the
Bank Insurance Fund and the Savings Association” Insurance Fund into a newly created Deposit Insurance Fund ‘which was
completed in 2006; (ii) increases the amount of deposit insurance coverage for retitemerit accounts; (iii) allows for deposn insurance
coverage on individual accounts to be indexed for inflation stamng in 2010; (iv) provides the FDIC more flex1bllity in settmg and
imposing depos1t insurance assessments; and v) provxdes eligible msntutions credlts on future assessments. o .

The deposits of our Subsidiary Banks are-currently insured to a maximum of $100,000" per depositor through the Deposit Insurance
Fund. The Subsidiary Banks are required to pay deposit insurance premiums, which are assessed and-paid regularty. The premium
amount is based upon a risk classification system established by the FDIC. Banks with higher levels of capital and a low-degree of
supervnsory concermn are assessed lower premiums than banks with lower levels of capital or a higher degree of supervnsory concern.

. Hia : ' - . “.
Dividends : - ' IR o - e R
The principal source of the Company’s cash is d:v1dends received from the. Subsidiary Banks, which are Sl.lb_]CCl to government
regulation and limitation. Regulatory authorities may prohibit banks and bank holding companies from paying dividends that would
constitute an unsafe or unsound banking practice. In addition, a bank may not pay cash dividends if that payment could reduce the
amount of its capital below that necessary to meet minimum applicable regulatory capital requirements. State law and, in the case of
First National Bank of-Morgan and First National Bank of Lewistown, national banking laws and related OCC regulations, also limits

a bank’s ability to pay dividends that are greater'than a certain amount without approval of the applicable agency.
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Capital Adequacy .
Regulatory Capital Guidelines. Federal bank regulatory agencies use capital adequacy guidelines in the examination and regulatlon of
bank holding companies and banks. TheJ guidelines are “risk-based,” meaning that they are designed to make capital requirements
more sensitive to differences in risk profi les among banks and bank helding compames
[P ey ' , N L !
Tier 1 and Tier 11 Camtal Under the guidelines, an institution’s capital is divided into two broad categorles Tiet 1. capltal and Tier 11
capital, -Tier 1 capital generally consists| of common shareholders’ equity, surplus and undivided profits. Tier Il capital generally
consists of the allowance for loan and lease losses, hybrid capital instruments, and.subordinated debt. The sum of Tier I capital and
Tier Il capital represents an institution’s total capltal The. gutdelmes require that at least-50 percent of an institution’s total capital
consist of Tier [ capital. |+ - " _ . _ - - *

i :
Risk-based Capital Ratlos' The adequacy of an institution’s capital is gauged primarily with reference to the institution’s risk-
weighted assets. The guldelmes assign risk weightings to an institution’s assets in an effort to quantify the relative risk of each asset
and to determine the minimum caprtal required to support that risk. An institution’s risk- -weighted assets are then compared with its
Tier { capital and total capital to arrive at a Tier | risk-based ratio and a total risk- based ratio, respectwely The guidelines provide
that an institution must have a m:mmum Tier I nsk based ratio of 4 percent and a minimum total risk-based ratio of 8 percent.
Leverage Ratio. The. gurdehnes also emp!oy a [eVerage ratio, which is Tier I caplta] asa percentage of total assets, less 1ntang1bles
The pnnc:pal objecnve of the leverage ralno is to constrain the maxlmum degree to which a bank holding company may leverage its
equtty capital base. The minimum leverage ratio is 3 percent; however for all but the most highly rated bank holdmg compames and
for bank holding compames seeking to expand regulators expect an additional cushion of at least | percent to 2 percent

o

Prompt Corrective Action. Under the guidelines, an institution is assigned to one of five capital categories depending on its total risk-
based capital ratio, Tier I risk-based capital ratio, and leverage ratio, together with certain subjective factors. The categories'range
from “well capltalrzed” tclp cnttcally undercapltahzed ” Instltutlons that are undercapttahzed” or lower are subject to certam
mandatory supervrsory corrective actions!

'

In 2006, the federal bank[regulatory agenmes provided notice of proposed rulemaking that would change the existing rlsk-based
capital framework by enhancing its risk sensuwrty Whether such revisions are implemented or what effect they might have on the
Company or the Banks cannot be predtcted at this time, but we do not expect our operations to be srgmﬁcantly impacted.

Corporate Governance and Accounting Legislation ! ' -
Sarbanes-Oxley Act of 2002. The Sarbanes-Oxley Act of 2002 (the “Act”) addresses, among other things, corporate governance,
auditing and accounting; enhanced and ttmely disclosure of corporate information, and penalties for non-compliance. Generally, the
Act. (i) requires chief executive oﬁ'lcers and chief financial officers to certify to the accuracy of periodic reports filed with the
Securities and. Exchange Comrmssron (the “SEC™); (i) imposes specific and enhanced corporate disclosure requlrements (1ii)
accelérates the time frame for reporting of insider transactions and periodic disclosures by public companies; (iv) requires companies
to adopt and disclose information about dorporate governance practices, mcludlng whether or not they have adopted a code of ethics
for senior financial officers and whether the audit committee includes at least one "audit committee ﬁnanclal expert;” and (v) requires
the SEC, based on certain enumerated factors to regularly and systematically review corporate filings. o S

. . : ; oo . N
Todeter: wrongdomg, the Act (1) subjectis bonuses issued to top executives to dlsgorgement if.a restatement ofa companys ﬁnancml
statements was due to corporate: mlscondhct (ii) prohibits an officer or director from misleading or coercing an auditor; (iii) prohibits
insider trades during pension fund “blackout periods”; (iv} imposes new criminal penalties for fraud and other wrongful acts; and (v)

extends the period during whlch certain securmes fraud lawsuits can be brought against a cormpany or its officers.

Tt L L

As a pubhcly reporting company, we are subject to the requrrements of the Act and related rules and regulations issued by the SEC
and NASDAQ, After enactment, we updated our policies and procedures to comply with the Act’s requirements and have found that
such compliance includiné compliance with Section 404 of the Act relating to management control over financial reporting, has
resulted in significant additional expense for the Company.- We anticipate that we will continue to incur such addmonal expense in
our ongomg compliance: | . W . .

1 .
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Anti-Terrorism Legislation S
The Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001,
intended to combat terrorism, was renewed with certain amendments in 2006 (the “Patriot Act”). Cértain provisions of the Patriot Act
were made permanent and other sections were made subject to ‘extended “sunset” provisions. The: Patriot Act, in relevant part, (i)
prohibits banks from providing correspondent accounts directly to foreign shell banks; (ii) imposes due diligence requirements on
banks opening or holding accounts.for foreign financial institutions or ‘wealthy foreign individuals; (ii1) requires financial instinitions
to establish an anti-moriey-laundering compliance program; and (iv) eliminates.civil liability for persons who file suspicious activity
reports. The Act also includes provisions providing .the government with power to investigate terrorism, including- expanded
government access to bank account records. * While the Patriot' Act has had minimal.affect on our-record keeping and reporting
expenses, we do not believe that the renewal and amendment will have a material adverse effect on our business:or operations.

" tota ' ! C ', 1,

Financial Services Modernization e L o e :
Gramm-Leach-Bliley Aét: of .1999.~ 'Thé Gramm-Leach-Bliley ‘Financidl Sefvices"Modémization’ Act 'of 1999 brought about
significant changes t6-the laws affecting baql&s"and bank holding comparies. Generally, the' Act (i) repeals the historical restrictions
on’ preventing banks from affiliating with securities firms; (if) provides a uniform framework for the activities of banks, savings
institutions and their holding companies;’ (iii) broadens’ the activities that may be conducted by mational banks'and banking
subsidiaries of l?ank holding companies; (iv) provides an enhanced framework for protecting the privacy of consumer information and
requires notification to' consumers of bank privacy policies; and (v) addregse_s"a variety of gitper fegal aﬂﬂ'i’egﬁlqtory issues affecting
both day-to-day operations and long-term activities of firidncial institutions. Bank holding companies that qualify and elect to becomé
financial holding companigs can engage in a Wider variety of financial activities i'han pgpnitted under previous law, particularly with
respect to insurance and sécurities underwriting activities. " o T o '
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Recent ILé_gislatidn . . o . . » o : e ‘ )
Financial Services Regulator Relief Act of 2006. In October 2006, the President signed the Financial Services Regulatory Relief Act
of 2006 into law (the “ Relief Act™). The Relief Act amends several existing banking laws and regulations, eliminates some
unnecessary and overly burdensome regulations of depository institutions and clarifies several existing regulations. The Relief Act,
among other things, (1) aulhorizesl the Fedpral Reserve Board 1o set reserve ratios; (if) gqlends pational banks regulations relating to
shareholder voting and granting of, dividends; (iti),amends several provisions relating to such issués as loans to insiders, regulatory
applications, privacy notices, and golden parachute pafyrgepts; and (iv) expands ahgil c,l(arjﬁes,thglénforcemen.t authority of federal
banking regulators. While it is too soon to predict the impact this legislation will have on us, we do not expect that our business,
expenses, or operations will be significantly impacted.

b ‘ L et
Regulatory Oversight and Examination -~ -~ A o A 2 P o
The Federal Reserve conducts periodic inspections of bank holding companies, which are' performed both onsite and offsite.’ The
supervisory objectives of the inspection program are to ascertain whether the financial strength'ofithe bank holding company is'heing
maintained on an ongoing basis and to determine the effects on consequences of transactions between a holding company. or its non-
banking subsidiaries and its subsidiary banks. For holding companies under $10 billion in assets, the inspection type and frequency
varies depending on asset size, complexity of the organization, and the holding company’s.rating at its last inspection. ot
s . . ’ Vit i , . 4 . . - . : * o . ‘.I_ " . s

Banks are subject to periodic examinations by their primary regulators. Bank examinations-have evolved from reliance on transaction
testing in assessing a bank’s condition to a risk-focused approach. These examinations are extensive and cover the entire breadth of
operations of the bank. Generally, safety and soundness examinations occur on an 18-month cycte for. banks. under $500 million-in
total. assets that are well capitalized and withoutt regulatory issues,and. 12-months-otherwise. Examinations alternate between the
federal and state bank regulatory. agency or may-occur on a combined schedule. The frequency of consumer compliance and CRA
examinations is linked to the size of the institution and its compliance and CRA ratings at its most recent examinations, However, the
examination authority of the Federal Reserve and the FDIC allows them to examine supervised banks as frequently as decmed
necessary based on the condition of the bank or.as a result of certain triggering.events. - T T

f - W ' iy ) L st . ' i L
Effects of Government Monetary Policy . e e L PR o o
The-Company’s earnings and growth are affécted by general economic cenditions and by the fiscal and monetary policies of the
federal government, particularly the Federal Reserve. The Federal Reserve implements a national monetary policy for such purposes
as curbing inflation and combating recession, but its open market operations in U.S. government securities, control of the discount
rate applicable to borrowings from the Federal Reserve, and establishment of reserve requirements against certain deposits, influence
the growth of bank loans, investments and deposits, and also affect interest rates charged on loans or paid on deposits. The Company
cannot predict with cerainty the nature and impact of future changes in monetary policies and their impact on the Company or its
Subsidiary Banks.
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l TAXATION . .- .. . . : . : FIF v ' F
- TR S o oo P .o . S :
Federal Taxatien o K “ . L - g : o .
The Company files a consolldated federql tax return, using the accrual. method of accountmg All requ1red tax retums have been
timely filed. T oy P . . . . L .

i

1

TIRTY 1 NE L) : gao . ' ot r

Financial institutions are subject to the prowsmns of the [nternal Revenue Code of 1986, as amended, in the same general manner as
other corporations. See Note 12 to the C0nsol|dated Financial Statements in “Item 8 — Financial Statements and Supplementary Data”
for additional information. *

State Taxation T }

Under Montana, Idaho and Utah law, fi nancial institutions are subject to a Corporanon tax, which incorporates or is substamlally
similar to applicable provisions of the Internal Revenue Code. The corporatlon tax 1s imposed on federal taxable income, Sl.lbjeCl‘ to
certain adjustments. State taxes are incurred at the rate of 6.75 percent in Monlana 7 6 percem in ldaho, and 5 perccnt in Utah
Wyoming and Washington do riot |mpose Ia corporate tax. : o : o

‘Y ’ . ~ 'y .- s i K . e
, .

Itém 1a. Risk Factors S T A .
. | . | o . et f Co
Il
Our business exposes us to certain risks. 'If'he following is a discussion of the most significant risks and uncertainties that may affect
our business, financial condition and future results. ~

. .4

Fluctuating interest rates can adversely(affect our proﬁtahlllty
Our profitability is dependent to a large extent upon net interest income, which i is the difference (or “spread”) between the interest
earned on loans, securities and othér interest-earning assets and interest paid on deposns borrowings, and other interest-bearing
liabilities. Because of the differences m|matur1t|es and repricing characteristics of our’interest-earning assets and interest-bearing
liabilities, changes in interest rates do not produce equivalent changes in interest income earned on interest-eaming assets and interest
paid on interest-bearing liabilities. Accordingly, fluctuations in interest rates could adversely affect our interest rate spread, and, in
turn, our profitability. We cannot assure you that we can minimize our interest rate risk. Iri’addition, interest rates also affect the
amount of money we can lend.” When interest rates rise, the cost of borrowing also increases. Accordingly, changes in levels of
market interest rates could matenally and édversely affect our net interest spread, asset quality, loan origination volume, business and
prospects. For discussion concerning Net lnterest Income Simulation, see “Item 7 — Management Discussion & Analysis”.

. RS T
Our Allowance for Loan and Lease Losses may not be adequate to cover actual loan losses, which could adversely affect our
earnings Lo
We maintain an allowance for loan and” lease losses“in an amount that we believe is adequate to prov1de for losses inherent in the
portfollo While we strive to carefully momtor credit quality and to ldcntlfy loans that may become non-performing, at any time there
are loans included in the portfol:o that will Fesult in losses, but that have not beén identified as non-performing or potential'problem
loans. We cannot be sure that we will be able to “identify deteriorating loans before they become non-performing assets, or'that we
will be able to limit losses on those loans that are identified. As a result, future additions to the allowance may be necessary.
Additionally, future' additions to the allowance may be requ:rcd based on changes in the composmon ‘of-the loans comprising the
portfolio and changes in the financial condition of botfoivers, such as- may resilt:from changes in economic conditions, or as a result
of incorrect assumptions by management 1n determining the allowance. Additionally, federal banking regulators, as an integral part of
their supervisory function, periodically review our allowance for loan and lease losses. These regulatory agencies,may require us to
increase the allowance for loan and lease losses which could have a negative effect on our financial condition and results of operation.
Our loan portfolm le could resul§ in :nfreased credit nsk in an economic downturn l ’ '
Our loan portfollo comams a hlgh percentage of commercial, commercial real estate, real estate acqmsmon and deve]opmcnt loans n
relation o our total loans and total assets. | These types of loans generally are viewed as having more risk of default than remdennal
real estate loans or certain other types of loans or investments. In fact, the Federal Deposit Insurance Corporation recently issued a
pronouncement alerting banks its concern, about banks with a heavy concentration of commercia} real .estate loans. These types of
loans also typically are larger than res1denual real estate loans and other commercial loans. Because the "loan portfolio contains a
significant number of commercial and commercial real estate loans with relatwely large balances, the deterioration of one or a few of
these loans may cause a significant increase in non- performing loaris, An incréase in non- performing’ loans could result in: a loss of
earnings from these loans; an increase in the provision for loan losses; or an increase in loan charge-offs, which could have an adverse
impact on our results of operations and ﬂnanclal condition.

i
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Competition in our market area may limit our future success

Commercial banking is a highly competitive business. We compete with other eommerc1al banks, savings and loan associations,
credit unions, finance, insurance and other non-depository companies operating in our market arca. We are subject to substantial
competition for loans and deposits from other financial institutions. Some of our competitors are not subject to the same degree of
regulation and restriction as we are. Some of our competitors have greater financial resources than we do. If we are-unable to
effectively compete in our market area, our business and results of operatrons could be adversely affected

I ' [ * . . + L ' e Vot

Item 1b. Unresolved Staff Comments - : . oo o
None

Item 2. 'Properties' ' o . . .
) R

At December 31, 2006 the Company owned 63 of i 1ts 86 ofﬁces 1nc1udrng its headquarters and other property having an aggl egate

book value of approximately $80 million, and leased the remaining branches. 10 offices are leased in Montana, 8 offices are leased in

1daho, 2 offices are leased in Wyoming, 1 office is leased in Utah, and 2 offices are leased in Washrngton ‘The. followmg schedule

provides property information for the Company’s operating segments as of December 31, 2006.

R S o - Properties Properties "Net Book ,

(dollars in thousands) Leased . Owned ' Value '
_ ~ Mountain West 10 S VI R X O
L l Glacier L L 2 g8 11,409 . ‘, ,-.‘ A
" . ) _ First Security, ' 3 8 8,932 R L C
’ ' cbCc 2 8 . 11,006, ‘ S,
Western 1 , 6 4355 .
. 1st Bank L 2 5 s, '
.+, .. BigSky f 1 410213 1
L valley |, . ‘ 1 L5 4,954 e
.- Whitefish _ ' - L2 3,426 . SR :
. Citizens ‘ 1 3 T 4,088
v .+ .- Morgan - (.. & o4 - 2. 2,017 RIS IR

23 - 63 § 80,404 ot
r_ i R '
The, Company beheves that all of rts facrhtres are well mamtamed generally adequate ancl surtable for the current operations of 1ts

business, as well as fully utilized. In the normal course of business, new locations and facility upgrades occur. . . .

l
For add1t10na1 information concernmg the Company 5 premlces and equrpment -and lease obhgatrons see Notes 5 and 19 to the
Consoltdated Financial Statements in “Item 8 — Financial Statements and Supplementary Data”. . .. .. G t

Item-3. Legal.Proceedingsr o N A A
The Company and its subsidiaries are parties to various claims, legal actions and complaints in the ordmary course of their businesses.
In the Company’s opinion, all such matters are adequately covered by insurance, are without' merit or 'are of 'such kind, o1 mvolve

such amounts, that unfavorable drsposmon would not have a matenal adverse effect on the consolldated ﬁnanc1al posrtlon or resu]ts .

of operatlons of the Company .

Item '4.'Suhmission of Matter to a Vote of Se’curity’r Holders' . o T D E

I.\'Io matters were submitted to a vote of Isecurityl holders' ifi the f‘hur_th quarter of 2006, L L o

SN ’ a0t .- T
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' PART II . “ no " :,Il ‘.‘

' ¢ LT RS DA LY P . o . o . L.

",‘r“re_i'n, 5, ‘Market fo'r Registra'int_’ Common Equlty, Related Stockholder Matters, and lssuer Purchase of
S : Equlty Securltles -

1 . o . X . e,
1 N El . . - .
‘
0 v . 'J M

The Company’s stock trades on the NASDAQ Global Select Market under thc symbol GBCIL The pnmary market makers are:
Citigroup Global Markets, Inc., D.A. Davidson & Co., Inc., Goldman, Sachs & Co., Knight Equity Markets, L.P. Morgan Stanley &
Co., Inc., and-UBS Securities, LLC.

r"

} K
The market range of hlg,h and low b]d prlces for the Company § common stock for the _periods indicated are shown below. The sale
price information has been adjusted retroactively for all stock dwrdends and sphts previously issued. As of December 31,2006, there
were approximately 12, 173 shareholders of the Company s common stock. Followmg is a schedule of quarterly common stock price

ranges:

- l_ . I I . - e .. . el
' " 2006 2005
N ‘ Quarter | High - Low .. High Low ' .
VRSt L3 2181 0§ 1972 0§ 1865 § 1573 '
|Second....! § 2120 § 1869 $ 1759 § 1405 ,
'Third.......... s 2324 $ 1855 5 2093 § 1727 ' ‘
‘Fourth.......] '§ 2525 § 2199 § 2233 § 1867

The Company paid ¢ cash d1wdends on 1ts c]ommon stock of $ 45 and $ 40 per share for the years ended December 31, 2006 and 2005,
respectively. l

On August 9, 2006, the Company completed the offering of 1,500,000 common shares generating net proceeds, after underwriter
discounts and offering expenses, of $29.4 Imllhon The Company used the net proceeds of the offering 1o fund a portron of the cash
merger consideration payable in connection with the acquisition of CDC and its subsidiary banks.

o o, b, . BN P e :" RS TR S . LN - v ;‘
Unregistered Securities . R I Lo 4, vt A
There have been no-securities of the Company, sold w1th1n the last three years whlch were not registered under the SBCUI’IUBS:AC[

Issuer Stock Purchases %
The Company made no stock repurchases during 2006.

i
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Equity Compensation Plan Information .

We currently maintain two compensation plans that provide for the issuance of the stock-based compensation to officers and other |

employees, directors and consultants. These consist of the 1994 Director Stock Option Plan, amended, and the 2005 Employee Stock

Incentive Plan, each of which have been approved by the shareholders. Although the 1995 Employee Stock Option Plan expired in

April 2005, there are issued options outstanding that ‘have not been exercised as of year end. The following table sets forth

information regarding outstanding options and shares reserved for future issuance under the foregoing plans as of December 31, 2006:
i , - '

v ' . P R '

" " Number of shares remaining
available for future

I . . Ll '
[ ‘ ‘ Pl - e o ' . L

! {
Number of shares tobe = Weighted-average issuance under equity

' ‘. "_:"!'issuebd upon exercise of exercise price of compensation plans 1
) o o ."‘ ' outstanding oii'ticms,' . outstanding options, " (excluding shares i
A C : *“ “warrants, and rights (1) warrants, and rights  reflected in column (a)) |
Plan Category (a) (b) (c) !
Equity compensation plans e oo - e !
approved by the shareholders-  ~-*'" - 2,733,923 . .- " §1582 . . 4767290 ‘
Equity compensation plans not s - . o :

approved by shareholders . - 30 -

(1) Includes shares to be issued upon exercise of options under plans of Mountain West and
. N . [ AT AR to . . T .
WesterFed Financial Corporation, which were assumed'as a result of the'acquisitions.

Item 6. Selected Financial Data . .. ..

The following financial data of the Company are derived from the Company’s historical audited financial statements and related
notes. The information set forth below should be read in conjunction with Management’s Discussion and Analysis of Financial
Condition and Results-of Operations and the financial statements arid related notes contained elsewhere in this report.

i
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I
Summah‘y of Operations and Selected Financial Data

At December 31,

(dolars in thousands, except i)er share data) 2006 2005 2004 2003 2002
Sum‘m.:lr)' of Financial Conditio'n!: ‘ ' ’ ' b ! K
Total e —— 4467739 3706344 3010737 273963 2281344
Investment securities, available for sale . 825,637 ' 970055 1086929 1,099,243 ' 782,825
LoaNS 1€CE1vable, Mot 3165524 ° 2,397.187 - 1,701,805 1430365 1,300,653
Al]owance' for loan losses...... ;, ................. ' {49,25.9) (38.165.5) |(2F'492) . (,2,3:990) (?_9'9??) )
Inmngible?:.............,,........‘.....' ...... RN s o o 144,466 87,114 . 42315 42,816 . 4.0'0“ i
DEPOSIS. ..o 3,207,533 2534712 ‘1720708 1507625 1459923,
Advances from Federal Homé Loan Bank.. 307,522 402,191 818,933 . 777,294 - 483,660
Securities sold under agreements to '
repurchase and other borrowed funds............ 338,986 317,222 81,215 64986 . 61293 . u -
S10CKhOIAETS' EqUIY....err s . 456,43 333239 - 270,184 . 237.839 . 212249 ,
Equity pet,comman st\are‘l 8.72 691 - e 587 ' 5.24 , 476
Equity as a percentage ofioiz;l assels...... 10.21% 8.99% ' 8.97% i 8.68% ©9.30% -
f ' ) ! ' " - ' ' ' " '}earrs ended Dcceml:;e;Jl: b C "
(dollars in thousands, except per share data) o, 2006 .. 2005 . 2004 2003 2002
Summary of Operations: I ‘. . [ Lo
! Interest 1n(l:0me" 3 253,326 189,985 - 147,285 - 130,830 » 133,989 - -1
" Interest expenscl ¢ 195038 . 59,978 *39.892 . ' 38478 47,522
Net interest i1Ome ..o 158,288 130,007 107,393 92,352 86,467
Provision for Yoan fosses.......\......... 5,192 6,023 4,195 3,809 5,745
Nof-interast i0come. ... _ 51,842 da626 35650 | a3s62 25917 ' -
Non-interest expenscl . l] 12,550 90,926 T 12,133 65,944 .M ’
Earnings Before income (KES.....vorvererormrens 92,388 77,684 65,630 56,161 48,326 ° '
INCOME tAKES....erredees s 31257 28311 20014 18183 16428
Nt CRMINGS. .. 6L 37 44606 8008~ pam
Basic eamings per common Share*... 1.23 ll.li 0.97 R .0.84 N . IQ‘.73 g
Diluted carnings per common shafe”............. L2 S0 . L096 08) 072
Dividends declared per share*..........ccooinenes, ¢ 045 , - 040 . . .036. ,- 0320 .. 026 .
I At or for the ye::rs ended December 31, " '
. : 2006 2005 - 2004 2003 2002
Ratios: - ‘ F <, ) o AL S -
Net eamings a5 a percent of ! R Lot R m . :
AVETRRE ASSEIS. ...oevininnnn 1 ....................... e 1.52% 1.52% 1.54% . 1.53% 1.50% -
average stockholders' equnyl 16.00% 17.62% ~* 17.61% 16.82% 16.57% 1 + %
Dividend payout O A L 36.59% 35.93% 37.36% 38.07% 35.45%
Average equity to average asset ratim 9.52% 8.61% 8.75% - 9.10% 9.08%

Net interest mafgin on average ear#ing assets K ' ot ! . ' : " - ,
(tax equivalent):.............. L, e 4.35% “4.20% '4.15% 4.20% 451% '
Allowance for loan losses as a percent of loans 1.53% © U 159% s 1.65% 158% < '

Allowance for loan losses as a percent of . ‘
© DONPRHOMMING BSSES..o vt 554% 3% 276% 7 184% T 181%
o l ) ' . l At ar for the years e;Ided [.)'e'cemhl.)'er 31, " .
(dollars in thousands) 2006 2008 2004 2003 2002
Other Data: } [ ! . o . b .
Loans oﬁéinated and purchasled T, S 2.389.341 . 2,113,777 . - 1,543,595 . 1,509,850 1,204,852 e
Loans serviced for others......lo.vinnnnn 3 . 177,518 145,279 T 174,805 189,601 .. % 253,6363 et
‘Number of'full time equivalc#ﬂ employees........... 1,356 1125 - 857 . - 807 737 .
Number of ofices. ..ot berrrssseeenciceerionn T 86 B DR T I 54 507
Number of shareholders of rel:ol_-d ....................... - ) 1,973 | 1,907 . 1.784_ N 1,763 . 1‘58‘6 LA '
*revised for stock splits and dividends ) ) e " | N

Acquisitions using the purchase method of accounting include the operations since the acquisition date.
|

| |

S
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Item 7. Management’s Discussion and Anﬁiysis'of Financial Condition an’d.ResuIt“s" of Operations

Management’s Discuss;ion and lAnalysis of Fioancial Condition and Results of Operations
Year ended December 31, 2006 Compared to December 31, 2005

The followmg discussion is iritended to prov:de a more comprehenswe review of the Company’s operatmg results and financial
condition than can be obtained from reading the Consolidated Financial Statements alone. The discussion should be réad in
conjunction with the audited financial statements and the notes thereto included Iater in this report. All numbers, except per share
data, are expressed in thousands of dollars.

. .l . 5

Highlights and Overview

. During the past year, the Company acquired-six banks that accounted for an increase in total assets of $546 million, net loans of $343

million, and deposits of $430 million. The five subsidiaries acquired as result of the acquisition of CDC are one reporting segment for
purposes of financial reporting for the year ended December 31, 2006. These subsidiaries include Citizens State Bank, First Citizens
Bank of Billings, First National Bank of Lewistown, Western Bank of Chinook, and First Citizens Bank, N.A. On January 26, 2007,
Citizens State Bank, First- Citizens Bank of Billings, and First Citizens Bank, N.A. were merged into First Security, Western, and
Glacier, respectively, without.name change for First Security,. Western, and Glacier. It is anticipated that during June of 2007,
Western Bank of Chinook will merge into First National Bank of Lewistown. The acquisition of Morgan expanded the Company’s
presence in the rapidiy expanding northern.Utah market, complementing the Park City and Brigham City offices of Mountain West
Bank. The acquisitions resulted in additional goodwill of $50.6 million and core deposit intangibles of $8.8 million at December 31,
2006. .

In connection with the CDC acquisition, the Company completed its first secondary offering of common stock since becoming a
publicly traded company in 1984. An additional |, 5 million shares of common stock were issued on August 9, 2006 raising
approximately $29 million in cash. . -
The Company experienced strong loan growth with total loans outslandmg increasing by $779 million, or 32 percent from the prior
year, Without the acquisitions, loans increased $428 million, or 18 percent. All loan classifications experienced increases with
commercial loan growth leading the way with an increase of $493 million, or 36 percent. Real estate loans increased $182 million, or
30 percent, and consumer loans increased by $103 million, or 22 percent. Due to the continuing reduction in spreads on funding costs
versus investment yields, the cash flow from investments were used to fund loans. Investments, mcludmg interest bearing deposils
and fed funds sold, declined $129 mllhon or 13 percent, from the pr1or year

Non-interest bcarmg, deposnts increased $162 million or 24 percent during the year providing a stable low-cost funding source for a
portion of the asset growth. The Company also increased interest bearing deposits by $51¢ million or 27 percent, Acquisitions
contributed $115 million and $314 million of the non-interest bearing and interest-bearing deposit growth, respectively. The increase
in deposits, and an increase of $41 million in Repurchase Agreements with certain customers, has allowed the Company to reduce its
funding with the Federal Home Loan Bank by $95 million, which typically has a higher interest rate than other sources.

Increases in short term interest rates by the Federal Reserve Bank during 2005 and 2006 have resulted in higher yields on loans and
sources of funding. The increase in loan volumes, higher loan rates, and the increase in non-interest bearing deposits, resulted in an
increase in net interest income of $28 million, or 22 percent, over the prior year. Higher fundmg, costs, due to increased short term
interest rates, offset some of the increased interest income.

The Company also increased non-interest income by $7 million, primarily the result of volume increases in the loan and deposit
portfolios and related fees. Mortgage 10ans orlgmated durmgD 2006 exceeded $1 billion, an all time productlon record for the
Company. - . - - : -

Non-interest expense increased $22 mllll()l'l or 24 percent from last year with the largest increase occurring in compensation and
benefits. Acquisitions, additional branch locations and related staffing, -merit increases, and the $3 . million impact of SFAS
123(Revised), Share-Based Payment, which requires the recording of the estimated fair value of stock options as compensation
expense over the requisite servicing period, were the primary reasons for the increase. Other operating expenses also increased,
reflecting the increased volume of activities in loan and deposit operations and the acquired bank activity.

Lookmg forward, our.future performance will depend on many factors including economic conditions, interest rate changes,
increasing competition for deposits and quality loans, and regulatory burden. Increasing interest rates will slow the volume of real

4 - i . o .
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estate loan originations whlch reduces the fée income from that activity, while at the same time reducing commission expense for loan
originators. Increasing rates result in increased earnings on assets; however, the cost of interest bearing funds also increases. The
Company’s goal of its asset and llablhty m'anagement practices is to maintain or increase the level of net 1nterest income within an
acceptable level of i interest rate nsk 8 C

Financial Condition ' _ o o [
L] . Y h

Assets ‘ |
The results of operations “and financial condltlon include the acqmsmons from the completlon dates forward "The followmg table provides
information on selected clasmﬁcatlons of assets and liabilities acquired:

PR

R : f .. ... = .  FirstNational Citizens Development -

(Unaudited - $ in thousands) "~ Total" Bank of Morgan Company '

N " Acquisition Date - T V Lo September 1, 2006  October 1, 2006
. . Total assets o § 545542. § 88519  § 457,023
o Investments -. - . .. 18,597 5713 12,884
Loans, net . 344,748 40,944 303,804
Non-interest bearing depgsits 115,270 14,144 101,126
- Interest.bearing deposits 314,463 .. 53,028 : 261,435

Net earnings was reduced as a result of the adoption of SFAS ‘123 (Revised) Share-based Payment begmmng January 1, 2606, which
réquires recording the estimated. fair value of stock options as compensation expense over the requisite period. - The: fo[]owmg table
illustrates the afféct of the’adoption of SFAS 1‘23 (Revised), net of tax affects, if it would not have been adopted in 2006+ : : |

|

wh - i “ ’ " _
’ ‘ [ P N D . LT . - : : - i
' Impact of SFAS 123 ( R ) - T = Twelve months
(Unaudited $ in thousands, except per share data) ended Dec. 31,
o 2006 2005
Net earnings $ 61,131 52,373
Stock option compensation cost 2,149 -
i Pro forma net ope%rg_@ing.earnings $ 63,280 52,373 o
" Diluted earnings p;gar share s 1.2 109 |
Stock option compensation cost s 0.04 . e
$ A

1.25 1.09

Lt

Pro forma net operating earnings
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" The followmg table summarizes the asset'balances as of. December 31,2006 and-2005, the’amount of change and percentagc change

dunng 2006 o S i PR VR I S
r - o e SN TEPR » December 31, » '~ f : o
Assets (s in thousands) 2006 2005 § change % change
Cash on hand and in banks $ 136,591 $§ 111,418 3 25,173 0 23%
Investments, interest bearing deposits,
FHLB stock, FRB stack, and Fed Funds _ 862, 063 991,246 (129,183) 5%
Loans:” ™ R a W :,' < , Tos l .
Real estate . C 7898437 607,627 T T T 182,216 30%
Commercial 1,850,417 1,357,051 493,366 36%
Consumer . | v N T L 574,523 471,164 103,359 22%
Total loans . o N 3,214,783 2,435842 .. 778,941 - 32%
Allowance for loan losses " T T ° . T (49:259) {38,655) (10,604) 27%
Total loans nét of allowanice for lodr losses™ * -+~ 3,165,524 2,397,187 768337 32%
Other assets - . Y -, 303,561, 206,493 . 97,068 47%
Total Assets . _—  §..4,467,739 $ 3,706,344 $ 761,395 21%
' ) L —. L G T L

At December 31, 2006, total assets were $4.468:billion, which is $761*million, or 21 percent, éreaier than the December 31, 2005 zssets of
$3.706 billion. Without the acquisition of Morgan and CDC, total assets increased $216 million, or 6 percent, from year end 2005.

Total,loansthave-increased $779 million, from December 31, 2005, or 32 percent, with. the growth occurring in all loan categories. . The
acquisitions ‘accounted for $351 million, or 14 percent of the increase. Including loans acquired, commercial loans have increased $493
million, or 36 percent, real estate loans gained $182 million; or 30 percent, and consumer loans grew by $103 miltion, or 22 percent. .. . !

Investment securities, including interest bearing deposits in other financial institutions and federal funds sold, have decreased $129 million
from December 31, 2005, or 13 percent. Investments, including interest bearing deposits and federal funds sold, at December 31, 2006

represented 19 percent of total assets versus, 27 percent at the prior year. Investment cash flow continues-io help fund loan growth.

d - Caew Ty L AT NERFEEE
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The following table summiarizes the major asset componems as a percentage of total assets as of December 31, 2006, 2005, anc 2004:

o Vo ‘ AL
. - "4;-' - . : Decen‘:lber 31,
Assets: PO R 20065 . - 2005 2004
Cash, and cash eguivalems,dfwestment securities,’FHLB e
and Federal ReserveBankstock...................................‘...l._..,', 223% . . 29.7% 39.1%
Reatl estate loans and loans’ held for sale...... e ¢ 17.6%, ..  16.3% 13.0%
COMMETCIZ] I0AMS. ......vcevev e eee e eiesr e enes 40.6% 35.9% 32.3%
Consumer 1oans. ... ..ooiiiii 12.7% 12.5% 11.3%
011 1o 11 = (- T OO 6.8% 5.6% 4.3%
' 100.0% 100.0% : 100.0%

The percentage of assets held as cash, cash equivalents, investment securities, FHLB and Federal Reserve Bank stock has decreased
from 29.7 percent at December 31, 2005 to 22.3 percent at December 31, 2006. The decrease is a result of the continuing principal
paydowns on securities and the increase in total assets resulting from the large increase in loans outstanding. The Company continues
to focus on quality loan growth of all types, which contributed to an increase in all loan categories.

i
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Liabilities ’
The following table summarizes the hablllty balances as of December 31, 2006 and 2005 the amount ofichange, and percentage

change dunng 20067 ¢, - l- ; A v ' - PR
a L B December 3], + .- ... . e
Llabtlltles ($in thousands) ' ‘ e et 20060 0 L - 2005 0 ¢ § change % change
Non-interest bearing deposits A $ 829,355 $ 667,008 $ 162,347 T 24%
Interest-bearing deposits 2,378,178 1,867,704 510,474 27%
Advances from Federal Home Loan Bank 307,522 402,191 (94,669) L. 24%
Securities sold under agreements to+ | o b
repurchase and other borrowed funds” ] Toa o T T T Ty 338,986 317,222 21,764 7%
Other liabilities” Tt T T 49 555 33,980 8,575 25%
Subordinated debentures, ~ L o o_uxe 115,000 85,000 30,000 . . 35%
Total liabilities ' ' $ 4,011,596 $ 3,373,105 3 638,491 19%
LEE '

Non-interest bearing deposits' have increased $162 million, or 24" percent since December 31, 2005. Acqulsmons accounted for $115
million of the 2006 increase. -This low cost of funding continues to be a primary focus of each of our banks." ‘Interest Bedring deposits have
increased $510 million since December 31, 2005 with Brokered and National Market CD’s adding” 38 ‘million; and acquisitions adding
$314 million_to_the total.  Federal Home ﬂoan Bank (FHLB) advances decreased $95 mllhon and repurchase agreements and other
borrowed funds increased, $22 _million from December 31, 2005, o

i
1

\ B
The followmg tablé summarlees the major hablhty componeuts asa percentage of total liabilities as of December 31, 2006 2005, and
2004: doo o e
S l T ST December 31,
Liabilities and Stockholders' Equlty _ 2006 2005 t . 2004
_ Deposn accounts........ | ..... ' " ...... e, T TL8% . 68 4% _. T 574%
, " FHLBadvances,. ! .. ........ f ..... e 69%, T 108% .. 272%
: + Other. borrowmgs and repurchase agreements...-.....l.': ..... s T6%, 0 8:6% e 2% e
- - * Subordinated debentures.:':L.. L. .o S O S T 26% - 23% st 2.7% -+
Other liabilities................... L e 0.9% T09% 1.0% ¢
Stockholders' equlty ............. ' .......................................... 10.2% 9.0% e 90%
SR B , cose o 1000%, o, 1000% ., .. 100.0% ...,

P P L X [ ,i‘; ' R . [ YEED ] e . K BRI Ly [

The deposns have 1ncreased from 68.4 pe%cent at December 31 2005 to e 8 percent at December 31, 2006 as a resu]t of mtemal
growth and acqmsmons 'Stockholders eqllnty as a percentage of total llabllltleS and’ stockholders equlty rose throughout the year
primarily a result of acquisition and a public offering of stock.

Stockholders' Equity ' December 31,++ - o+ -« ., v oy

{$ in thousands, except per share data) L 2006 2005 »§ change . % change

Common equrty l $ 453,074 $ 332418 % 120,656 - 36%

Accumulated other comprehenswe income ! 4 3.069 et 821 2,248 274%
Total stockholders' equity- * ¥ ' i 456,143 “* 333,239 122,904 37%

Core deposit intangible, net, and goodwill| - SR " (144,466) (87:114) '+ (57,352) 66%
Tangible stockholders‘ equity | el o § 311,677 '§ 246,125 - § 65552 N 27%

4 - 2 - - ‘:“..._. . et . ’ "" S

Stockholders!- equlty to total assets. . - i fire me T 1021% 0 899 R

Tangibie stockholders' equity to total tangible assets - ‘ 7.21% 6.80%

Book value per common share $ 8.72 b 6.91 b 1.81 26%

Market price per share at end of quarter $ 24.44 § 2003 $ 4.4] 22%

|
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Stockholders’ Equity .
Total equity and book value per share amounts have increased $123 million "and 31.81 per share, .respectively, from

December 31, 2005. The increase is a result of shares issued for acquisitions, earnings retention, stock options exercised; and an 1'
increase in other comprehensive income. Accumulated other comprehensive income, representing net unrealized gains on securities |
available for sale, increased $2 million from December 31, 2005, primarily a function of interest rate changes. W i

- - . - - - 1

Results of Operations - - : : v

[ :
f R . -t

Revenue simmary

(§ in thousands) Years ended December-31,-
' 2006 2005 “ $change  %change .
"' Netinterest income . S . Y. '% 158,288 $ 130,007 $ 28,281 22%,
Feeé aﬁd oﬁ-le; revénue: ) o
Service charges, loan fees, and other fees . 37,072 . 30,812 . 6,260 L 20% .
. Gain on sale of loans . . 10,819 L, 11,048 .. (229) ., 2% K
- Loss on sale of investments - S Ly 3 - (138) -, 135 . .n.;98% -
Other income i , 3954 - 2904 - 1,050 | .36%
Total non-interest income 51,842 » - 44,626 7,216 . 5. 16%

$ 210,130 3 174,633 $ 35,497 20%

.

Net interest margin (tax equivalent) 4.35% 4.20%

Net Interest Income . ' b ! T A T :
Net interest income for the year increased $28.3 million, or 22 percent, over 2005. Total interest income increased $63.3 million, or

33 percent, while total interest expense increased $35.1 million, or 58 percent. The increase in interest expense is attributable to the
volume increase in interest bearing deposits, and increases in short term interest rates during 2005 and continuing in 2006. The
acquisitions during 2005 and 2006 were also a significant factor in the level of interest income and expense. The net:interest margin
as a percentage of earning assets, on a tax equivalent basis, was 4.35 percent which was 15 basis points higher than the 4.20 percent

result for 2005. . i

[

Non-interest Income ‘s S - !

Total non-interest income incréased $7.2 million, or 16 percent in 2006. Fee income increased $6.3 million, or 20 percent, over last year,
driven primarily by an increased number of loan and deposit accounts, acquisitions, and additional customer products and services offered.
Gain on sale of loans decreased $229 thousand, or 2 percent, from last year. Loan origination volume in our markets for housing centinues
to remain very active by historicalstandards 'and the decline was the result of increased price competition, Other incorne 'increased $1.1
million of which'$543 thousand was bank owned life insurancé proceeds. - Core : o

. . '
I . . . . -

Non-interest expense summary_- !

($ in thousands) o Years ended December 31, Lot

t ‘ ' 2006 2005 - §$change % change
Compensation and employee . RN ;

benefits and related expense % 65419 $ 51,385 $ 1403 . .27% :
Occilipancy and equipment expense , = - 15,268 12,851 2,417 o, 19% o
Outsourced data processing ol 2,788 . 1,839 . 949 , o 52%
Core deposit intangibles amortization |, .. 2,024 1,470 554 38% -
Other experises  *- 7'~ -~ o - 27,051 23,381 3,670 16%

Total non-interest expense $ 112,550 $ 90926 3 21,624 24% .

‘ N . ‘, B 4
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Non-interest Expense -l ‘ !

Non-interest expense mcreased by $21.6 ml]lton or 24 percent, from 2005, Compensanon and benefit expense increased $14.0 million, or
27‘percent Excluding the, SFAS 123 (Revrsed) compensation; cost of $3. 0 million, the increase would have been 21 .percent: The
remaining increase in compensation and beneﬁt expense was primarily attributed to increased staffing associated with six de novo branches
and six bank acqutéttlons during 2006 and 2005, along with normal compensatlon and merit increases for job performance and 1ncreased"
cost of employee benefits.. Occupancy and equipment expense increased $2.4 million, of 19 percent, reflecting the acqursmons cost of
additional locations and facility upgrades! Other expenses increased $3.7 million, or 16 percent primarily from acqursmons additionial
marketing expenses, and costs assomated with new branch offices. The efficiency ratio (non-interest expense/net interest income + non-
interest income) increased to 53.56 percent from 52.07 percent for 2005 largely a result of the acqutsmons and branch openmgs '

1

- - - . P - - - - e e P
) 1 v ' *
!

Credit ti'ruality informzl_l:t_iann ' o . . . . December 31, December 31,

(8 in thousands) l 2006 2005

Allowance for loan and lease lo'sses.J .. - 8 49,259 $ 38,655 ‘

o I\Ion—’]:laer‘forming'as‘setsii b " _' S ' ' ' - .8,89‘4 10,089 !
v L ‘AlloWanee asa percent:ilige of non-performing assets ™ - foab 55494 - 383%
"’ -|Non-pe.r_fjorrning assets zlts a percentage of tolaj asaers . ‘ , : | : 0i19% .' :6.26%
Al]owanee asa percent.'!age of total Ioar;e : - o I.S.;’i%l Y 159%l ‘
Net charée-offs asa _perlicentage of }oan§ . 0.021% 0.{)20%"', -

[ o Co ' : o [

Provision for loan losses - ! 5 ' a

Non-performing "assets ‘as a percentage of total bank assets at December 3L, 2006 were ar’ .19’ percent,’ decreasmg from .26 percent at
December 31,2005, The Company’s ratios compare favorably to the Federal Reserve Bank Peer Group average: of .44 percent at
September 30 2006, the most recent information available. Thc allowance for loan and lease losses was 554 percent of non—performmg
assets at December 31, 2006, up from 383 ipercenl a year ago, "The al[owance, mcludlng $6.1 million from acqutsmons has increased $10.6
million, or 27 percent from a year ago The allowance of $49.3 million, is 1. 53 percent of December 31, 2006 total Toans outstanding, down
shightty from the 1.59 pcrcent a year ago. The fourth quaner provision for loan losses expense was $1.4 million, a decrease of $22 thousand
from the same quarter in' 2005 Net charge-of‘fs were $638 thousand for.the fourth quarter of 2006, Loan ‘growth, average loan size, and
credit quality considerations will determme the level of additional provision expense. The provision for loan losses expense was $5.2
‘million for 2006, a decrcasc of $831 thousand or 14 percent, from 2005. Net charged-off loans were $680 thousand or 021 percem of

loans, for 2006 whrch is sltghtly h:g,her than the $487 thousand of net charge-offs in 2005

it . N A . . R

Effect of mﬂatmn and chlangmg prices A

Generally accepted accountmz, principles’ requtre thc measirement of fi nanCIal posmon and operanng Tesults in terms of historical
dollars, without consideration for change in ‘relativé purchasing power over time due to mﬂatlon Virtually all assets of a financial
institution are monetary in;nature; therefr')re interest rates generally have a more srgmﬁcant 1mpact on a company’s performance than
does the effect of inflation. N

Commitments :

In the normal course of business, there: are various outstanding commitments to extend credit, such as letter of credits and un-
advanced loan commitments, and lease oblrg,auon commitments, which are not reflected in the accompanying consolidated financial
statements. Management does not anttcnpate any material losses as a result of these transactions. The Company has outstanding debt
maturities, the largest of which are the advances from the Federal Home Loan Bank. For the maturity schedule of advances and
schedule of future minimum rental paym‘ents see Notes 8 and 19, respectively, to the Consolidated Financial Statements in “Ttem 8 —

Financial Statements and Supplementary Data.” The following table represents our contractual obligations as of December 31, 2006:

|
|
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Payments Due by Peried

o P ety

: : ' Indetérrinate o " ' o

" (dollammmousands) Total ° Maturity(1) 2007 2008 © 2009 ' 2010 2011 Thereafter
Deposits. .. .3 3207533 2262437 800459 [U86S45 28217 17942 1169 1 243
Advances fromthe FHLB Lo 307822 T 199476 0 21309 0 2298 774 636 83,029
Repurchase agreements ... I 170216 T 170216 " - . - - L.
Subordinated debenures..... e 115000, o S e - 115,000
Capital leaseobliga;i_ons....'...'..'........‘_. 3797 L. .- 24 T 26 ., 229 0 WL, 233, 2654
Operating lease obligations. . ........... 9389 - 1,716 1,523 1,259 L1935 860 2,836

$ 3,813,457 2,262,437 1,172,091 109,603 32,003 20,142 13,419 203,762

(1) Represents interest and non-interest bearing checking, money market, and savings accounts
Market Risk
Market risk is the risk of loss in a financial instrument arising from adverse changes in market rates/prices such as interest rates,
foreign currency exchange rates, commodity prices, and equity prices. The Company's primary market risk exposure is interest rate
risk. The ongoing monitoring and management of this risk is an important component of the Company s asset/liability management
process which is governed by policies established by its Board of Directors that are reviewed and approved annually. The Board of
Directors delegates responsibility for carrying out the asset/liability management policies to the Asset/Liability Committee (AL(CO).
In this capacity, ALCO develops guidelines and strategies impacting the’ Company’s’ asset/liability management related activities
based upon estimated market risk sensitivity, policy limits and overall market interest rate levels/trends.

Interest Rate Risk . a :

The objectivé of interest rate risk management is to contain the risks assocnated with interest rate fluctuations. The process involves
identification and management of the sensitivity of net interest income to changing interest rates. Managing interest rate risk is not an
exact science. The interval between repricing of interest rates of assets and liabilities changes from day to day as the assets and
liabilities change. For some assets and liabilities, contractual maturity and the actual cash flows experienced are not the same. A
good ‘example is residential mortgages that have long term contractual maturmes but may be repaid well in advance of the maturity
when current prevaxlmg interest ratés become lower than the contractual rate. Interest-bearmg deposits without a stated matuarity
could be thhdrawn afier seven days However the‘Bank’s experlence indicates that these furiding pools have a much tonger duration
and are not’ as sensitive to interest rate changes as other ﬁnancml instruments. Prime baseéd loans generally have rate changes when
the Federal Reserve Bank changes lshort term interest rates. However, depending on the magnitude of the rate change arml the
relanonshlp of the current rates to rate floors and rate ceilings ‘that may be in place on the loans, the loan rate may not change

GAP analys1s a -

The followmg table gwes a descrlptlon of our GAP’ posmon for various time penods As of December 31, 2006 we had a negatlve
GAP position at six months and a negative GAP position at twelve months. The cumulative GAP as a percentage of total assets for
six months is a negative 6.11 percent which compares to a negative 6.29 percent at December 31, 2005 and a negative 5.55 percent at
December 31, 2004. The table also shows the GAP eammgs sensitivity, and earnings sensitivity ratio, along with a brief description
as to how they are calculated The methodology used to compile this GAP 1nformanon is based on our mix of assets and liabilities
and the hlstoncal expenence accumulated regardmg thelr rate sensitivity.

P . ‘
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Projected maturity or repricing

‘ y 0-6_ 6-12, . . 1-5 * More than ,
(dollars in thousands) Months Months . . vyears, .. 5 years . Total
Assets: '
Interest bearing deposits and u
federal funds sold................ b, § 36426 - - ‘ - . - 36,426
Investment securities................. s 44,430 20,681 157,358 . 120,861, 343,370
Mortgage-backed, securities.......! ................. 89,238 73,553 248,454 15,305 426,550
FHLB stock and FRB stocK.......l.o.oo.o...... ; - 47,129 8,588 55,717
Floating rate loans................... '.-..4 .................. 971,748 176,264 . 613,135 , 106,776 . 1,867,923
.+ Fixed rate loans...' ....................... : .................. . 293,102 201,346 . 688,341. , 175,745 1,358,534 -
Total interest bearing assetSormcioermromrenes $ 1 434044 471844 1754457 427,275~ 4,088,520
Liabilities: E o . , . .
Interest-bearing deposits. ......... l ......... 1,221,028 1365,681 . - 138,708 652,761 .. 2,378,178
' FHLB GVances..b.c.iv.eroroosvececosshtere fererrs 127,433 . 72,043 - 25017 . 83,029 . 307,522
Repurchase agreements and othf::r ' o e o e S
' borrowed funds.......... e TROTU, ! 336,303 o 2800 274 C 2,381 ¢ 338,986
Subordinated debentures. ... S el - L Ts0000 115,000
Total interest bearing liabilities.......o.uessrensven. $ 1,684,764 437,752 163,999 853,171 3,139,686 '
Repricing gap........ .............. ST N $ (249,820) - 34092 1590458  (425,896) 948834 '
" Cumulative repricing gap.......... . : SURSSURMINS. | (249 820)  (215,728) 1,374,730 943,834 ’ ‘.
Cumulative gap as a % of total asse}s....' ....... L6 % 5. 28% o 3362% 2321% L
Gap Earnings Sensmwty(1)............! ................ TRTIUAS L AN $-', (r316) - S I o ot o
: . .- - . ' e L . O
Gap Earnings Scnsmvny Ratlo (2)..l .......................................... -2.15% A . A e,

' 1 ! [ i -
(1) Gap_Earnings Sensitivity, is the estlmated effect -on carnings, after taxes of.39 percent, of a | percent mcrease or decrease in
interest rates (1 percent of ($215,728 - $84 134)) T T

(2) Gap Eamings Sensitivity Ratio is Gap Earnings Sensitivity divided by the 2006 net earnings of $61,131. A 1 percent increase in

interest rates has this estimated percentage decrease on annual net earnings. - i« . e
This table estimates the repricing maturities of the Company's assets and liabilities, based upon the Company's assessment of the
repricing characteristics of the various mstruments Interest-bearing checking and regular-savings are included in the more than 3
years category. Money market balances are included in the less than 6 months category. Mortgage-backed securities are at the
ant1c1pated prmmpal payments based on the welghted-average life. C e . : . - .
Net interest income snmulanon . .
The traditional one-dimensional view of GAP is not sufﬁc1ent to show a bank’s ablllty to withstand interest rate changes. - Because of
limitations in GAP modeling the Asset/L1ab1hty Management Committee (ALCO) of the Company uses a detailed and dynamic
simulation model to quantify the esumated exposure of net interest income (NII) to sustained interest rate changes. While ALCO
routinely monitors .simulated NII sensmwty over a rolling two-year horizon, it also utilizes additional tools to monitor potential
longer-term interest rate risk... The SImulz{non mode] captures.the impact of changing interest rates on the interest income received and
interest expense paid on all assets and llabllmes reflected on the Company’s statement of financial condition. This sensitivity analy31s
is compared to ALCO policy limits Wthlh specify a maximum tolerance level for NIl exposure over a one year horizon, assuming no
balance sheet growth, given a 200 basis point (bp) upward and 200 or 100 bp downward shift in interest rates., A parallel and pro rata
shift in rates over a 12- month period is assumed as a benchmark. Other non-parallel rate movement scenarios.are also modeled to
determine the potential :mpact on net|interest income,, The following reflects the Company’s NII sensitivity analysis.as of
December 31, 2006 and 2005 as compared to the 10 percent,policy limit approved by the Company’s,and Banks’ Board of Directors.
oo . . © ! . ) [ N N T I CRE
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Esttmated SENSHIVILY.oeveoeeerereerssrresr . o meerererererereeeeereoeeeee 25% | -21%

Estimated decrease in net interest income Lh $ . (3,957). . (2,704) -
-200 bp 4
. Estimated Sensitivity.........cociiieiecicccinniniinnes s 0.1% -0.6%
" Estimated increase in net interest incdme o $- 158 (832)

. - , ol , '

The preceding sensitivity analysis does not represent'a forecast and should not be relied upon as being indicative of expected
operating results. These hypothetical éstimates are based tipon numerous assumptions including: the nature and tirhing of interest
rate levels 1ncludmg yield curve shape, prepayments on loans and securities, deposit decay rates, pncmg decisions, on loans and
deposits, reinvestment/replacement of assets-and liability- cash ﬂows and- others, While aSSUmptlons are developed based upon
current economic and local market conditions, the Company cannot make any assurances as to the predictive nature of these
assumptions including how customer preferences or competitor influences might change. Also, as market conditions.vary from those
assumed in the sensitivity analysis, actual results will-also differ due to prepayment/refinancing levels likely deviating from those
assumed, the varying impact of interest rate change caps or floors on adjustable rate assets, the potential effect of changing debt
service levels on customers with adjustable rate loans, depositor early withdrawals and product preference changes, and other
internal/external variables. Furthermore the sensitivity analysis does not reﬂect actions that ALCQO might take in responding to or
anut:lpatmg changes in‘interest rates. =~ -~ *- = -~ -~

Liquidity Rlsk "

Liquidity risk is the possibility that the Company wnl] not be able to fund present and future obligations. The objectwe of hquldny
management is to maintain cash flows. adequate to meet current and future needs for credit demand, deposn withdrawals, maturing
liabilities and corporate operating expenses. Core deposxts FHLB credit lines, available-for-sale investment securities, and net
income are the key elements in meeting these objectives. All subsidiaries banks, except Western Bank of Chinook, N'A., are
members of the FHLB of Seattle. This membership provides for established lines of credit in the form of advances that are a
supplemental source of funds for lending and other general business purposes. As of December 31, 2006, thé Company had $943
million of borrowing capacity with the FHLB of Seattle of which $308 million was utilized. Accordingly, management of the
Company has a wide range of versatility in managing the liquidity and asset/liability mix' for each individual institution as well as the
Company as a whole. o !

AR

Capital Resources and Adequacy ‘ pede ' : S - :
Maintaining capital strength has been a long term ob_]ectwe‘ ‘Ample’capital is necessary to sustain growth, provide protection against
unanticipated declines in asset values, and to safeguard the funds of depositors. Capital also is a source of funds for loan demand and
enables the Company to effectwely manage its assets and liabilities. Shareholders’ equity incréased $123 million during 2006, or 37
percent the: net result of ¢arnings of $61 million, common stock-issued for the acquisition of Citizens Development Corporanon and
First National Bank of Morgan, public offering of'stock, less cash dividend payments and-an increase of $2.2 million in thz net
unrealized gains on available-for-sale investment securities. For additional information see Note 11 in the Consolidated Financial
Statements. Dividend payments were increased by $.05 per share, or 13 percent in 2006. The payment of dividends is subject to
government regulation in that regulatory authorities may prohibit banks and bank holdmg companles from paymg dmdends that
would constitute an unsafe or unsound bankmg practice. . _

. e Lt . ot t e P . . ) e
Critical Accounting Policies ' K Sl S B ' v
Companies may apply certain critical accounting policies requiring management to make subjective or complex judgments, ofter: as a
result of the need to estimate the effect of matters- thdt ‘are inherently uncertain. The Company considers its only material critical
accounting policy to be the allowance for loan 'and lease losses. - The atlowance for loan and lease losses is established throvgh a
provision for-loan losses charged against eamlngs The’balance of -allowance for loan and lease losses is maintained at the -armount
management believes will bé adequate o -absorb known and<inlierent lossés in the loan portfolic. The appropriate balance of
allowance for loan-and lease ‘losses is determined by applying estimated loss factors to the credit exposure from outstanding loans.
Estimated loss factors are based-on subjective measurements mcludmg management’s assessment of the internal risk classifications,
changes in the nature of the loan portfolio, industry concentrations and the impact of current local, regional and national economic
factors on the quality of the loan portfolio. Changes in these estimates and assumptions are reasonably possible and may have a
material impact on the Company’s consolidated financial statements, results of operations or liquidity. For additional information
regarding the allowance for loan and lease losses, its relation to the provision for loan losses and risk related to asset quality, see Note
4 to the Consolidated Financial Statements in “Item 8 — Financial Statements and Supplementary Data.”
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Impact of Recently Issued Accountmg Standards’ IS

In September 2006, the Securities and IExchange Commission .issued Staff AccountmgtBulletm (SAB) 108, Considering the Effects of
Prior Year Misstatements when Qummﬁrrng Misstatements in Current Year Financial Statements, expressing the staff’s view
regarding the process of quantifying financial statement misstatements. SAB 108 requires that when quantifying misstatements for
the purposes of evaluating materiality, the_cffects on both the income statement and balance sheet should be considered. The
Company has evaluated the requrrements of SAB 108 and it dld not have a material effect on the Company’s financial position or
results of operalrons CT o

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157, Fair Value Measurements, which
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles (GAAP), and expands
disclosures about fair value measurements This Statement apphes under other accountmg pronouncements that requ:re or perrmt fair
value measurements, FASB havmg !prewously concluded in those accounting pronouncements that falr value is .the relevant
measurement attribute. Accordingly, thlS Statement does not require any new fair value measurements. SFAS'No. 157 is effective for
financial statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. The
Company is currently evaluatmg the impact- of -the- adoptlon of this standard, but does not expect it to have a materral effect on the

i
Company’s. ﬁnancral position or results ofoperatlons e e

a
.‘ 1

In Seplember 20{)6 the FASB Emerémg Issue Task Force (E[TF) lssued EITF 06-4, Accounting for Deferred Compensation and
Postretirement Benefit Aspects of Endorrement - Split-DollarsLife Insurance Arrangeiments. The EITF determined” that for an
endorsement split-dollar life insurance arrangement within the scope of the Issue, the employer should recognize a liability for future
benefits in accordance with SFAS No 106, Employers’ Accounting for Postretirement Benefits Other Than Pensions, or APB
Opinion 12, Omnibus Opinion-1967, based on the substantive agreement with the employee The Issue is effective for fiscal years
beginning after December 15, 2007 |W1th earlier application permitted. The Company is currently evaluating' the impact of the
adoption of this Issue, but does not expeet it to have a material effect on the’ Company s ﬁnanual posmon or results of operauons :

[ B HR FEEN R N ’ . r b

In June 2006, the FASB issued Interpretation No. 48; Accounting for Uncertainty in'Income Taxes, whlch provrdes clarlﬁcanon for
uncertainty in income taxes recognized in an enterprise’s findncial statements in accotdance with SFAS No. 109, dccounting for
Income Taxes. This Interpretation |prescribes a recognition ‘threshold and 'measurement attribute for ‘the finaricial "statement
recognition and measurement of a tax position taken or expected to be taken in a tax return. This Interpretation also provides
guidance on derecognition, classrﬁcanon interest and penalties, accounting in interim periods, disclosure, and transition: -The
Interpretation is effective “for fiscal years beginning after’ December 31, 2006. The Company expects to -adopt the Interpretation

dunng the first quarter of 2007 without material effect-on the Company 8 f'nanctal p0q1t10n or results of operanons o
\ S o 1‘ v . 7} ' R " ,

In March 2006, the FASB issued SFAS No. 156, Accounting for Ser vicing of Financial Assets, ‘which amends SFAS No. 140,

Accounrmg for Transfers and Serwcmg of Financial Assets and Extinguishments of Liabilities, with réspect to'the- actounting for
servicing of financial assets. SFAS No 156 requires that all separately recognized servicing nghts be initially measured at fair'valué,

if practicable. SFAS No. 156 permits an entity to choose either of the following subsequent measurement methods: (1) the
amortization of servicing assets or liabilities in proportion to and over the net servicing income period or net servicing loss periods or
(2) the reporting of servicing assets or liabilities at fair value at each reporting date and reporting changes in fair' value in earnings in
the periods in which the change occur SFAS No. 156 is effective _the earlier of the date an entity adopts the requirements of SFAS
No. 156, or as of the begmmng of i lts first fiscal year beginning after September 15, 2006, The. Company will adopt the Statement
beginning January. 1, 2007 and'wil! choose the amortization of servicing assets over the net servicing.income or loss period which is
its current practice; therefore there will be minimal impact to the Company. L . :

In February 2006, the FASB lssued SFAS No. 155 Accozmrmg Jfor Cert‘am Hybrid Financial [nstmmen!s whlch amends SFAS No.

133, Accounting for Demvarwe Instrimments and Hedging Activities, and SFAS No. I40 Accounting for Tramferr and Servicing of
Financial Asséts ant Errmgmshmems of Liabilities.>The Statement resolves issues addressed in SFAS No. 133 Implementation Issue
No. DI, “Apphcanon of Statement to; Beneficial-Interest in Securitized Financial Assets.” This Statement is effective for all financial
instruments acquired or issued after the beg,mmng of' the Company’s first fi scal year that begins after September 15,'2006 'and i8
expected to' have minimal impact on the Company. T : C i L e
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Management’s Discussion and Analysis of the Results of Operations ’ . :
Year ended December 31, 2045 Compared to December 31, 2004 o h

- ‘Revenue summary

' (% in thousands) T . ' ‘ Years ended December 31,
) ' 2005 . 2004 $ change % change
Net interest income $ 130,007 $ 107393 § 22614 21%
Fees and other revenue: o

- Service charges loan fees, and other fees f " 30,812 '. 24260 6,552 27%
Gam on sale of loans | ! _ o ' " 11,048 v 8,015 3,033 38%
" Loss on sale of investments ' (138) - (138) n/m
Other income .. 2,904 2,290 614 2%
Total non-interest income 44 626 34,565 10,061 29%
$ 174,633 $ 141,958 $ 32,675 23%

Net interest margin (tax equivalent) _ ' . 4.20% .. 4.15% .

t . L

Net Interest Income
Net interest income for the year increased $22.6 mllllon .or 21 percent, over 2004, Total interest income mcreased $42.7 mllllon or
29 percent, while total interest expense was $20.1 million, or 50 percent higher. FHLB dividends received were $1.1 million lower in
2005. The increase in interest expense is primarily attributable to the volume increase in interest bearing liabilities, and increases in
short term interest rates during 2004 and 2005. The net interest margin as a percentage of earning assets, on a.tax equivalent basis,
was 4.20 percent which was five basis points higher than the 4.15 percent result for 2004.

Non—mterest lncome ‘

Total non-interest income mcreased $10.1 million, or 29 percent in 2005. Fee i income increased $6.6 million, or 27 percent over last year,
driven primarily by an increased number of loan and deposit accounts, acqu151t1o_ns and additional customer. product and services offered.
Gain on sale of loans increased $3.0 million, or 38 percent, from last year. Loan origination activity for housing construction and purchas:s
remains strong in our markets and has offset much of the reduction in refinance activity experienced last year. Other,income was $614
thousand higher than 2004 of which $220 thousand was from the sale of property held for future expansion that was no longer needed, and
the remainder from various volume increases. .

[

¥
" , Non_-intere_st expense summary

A ($ in thousands) . g Years ended December 31,

. 2005 2004 $ change + % change
- Compensation and employee .o
benefits and related expense : $. 51,385 $ 39,955 $ 11430 . $29%
Occupancy and equipment expense 12,851 10,797 2,054 19% ‘-
Outsourced data processing ‘ 1,839 1,551 288 19%
Core deposit intangibles amortization ™ ¢ 1,470 1,074 396 - 3%
Other expenses ' 23,381 18,756 4,625 25%
] . " Total non-interest expense % 90926 $ 72,133 $ 18,793 26%

Non-mterest Expense : : - : :

Non-interest expense increased by $18, 8 million, or 26 percent from 2004. Compensation and benefit expense increased $11.4 million, or
29 percent, with acquisitions, additional bank branches, commissions on mortgage loan production, normal compensation increases for job
performance and increased cost for benefits accounting for the majority of the increase. Occupancy and equipment expense increased $2.1
million, or 19 percent, reflecting the acquisitions, cost of additional locations and facility upgrades. Other expenses increased $4.6 million,
or 25 percent, primarily from acquisitions, additional marketing expenses, and costs associated with new branch offices. The, efficiency
ratio (non-interest expense/net interest income + non-interest income) increased slightly to 52 percent up from 51 percent for 2004.
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Income tax expense
Income tax expense in 2005 was reduced by $317 thousand due to the statutory closing of certain previous years’ tax returns and tax accrual

adjustments,

Credit:quality information ' " December 51, " December 31_,

(% in thousands) 2005 2004
Allowance for loan losses S 38,655 $ 26,492
Non-pérfonni'ng ésset!s . ' . ' 10,089 - 9,608
Allowa:nce as a percentage of non-performing assets 383%. .  276%
Non-pérforming assets as a percentage of total assets e 0.26% ' 0.32% B
Allowance as a perchtagc of total loans . 1.59% 1.53% '.
Net ch:arge-offs as a';p!ercentag'e of loé.ns . 0.020% 0.098%

. 2

Provision for loan losses T ! ' ]

Non-performing assets as a percentage of total assets at December 31, 2005 were at .26 percent, increasing from .22 percent at
September 30, 2005 the result of higher.‘[levels of non-performing assets acquired with the First State Bank transaction. Without the effects
of the First State Bank acquisition, nonl-perfon'hing assets would have been $4.6 million, or .12 percent of total assets. At December 31,
2004, the ratio was .32 percent. "The Company’s ratios compare favorably to the Federal Reserve Bank Peer Group average of .45 percent
at September 30, 2005, the most recent information available. The allowance for loan and lease losses was 383 percent of non-performing
assets at December 31, 2005, up from 276 percent a year ago. The allowance, including $6.6 million from acquisitions, has increased $12.2
million, or 46 percent, from a year ago. The allowance of $38.7 million, is 1.59 percent of December 30, 2005 total loans outstanding, up
slightly from the 1.53 percent a year ago. The provision for loan losses expense was $6.0 million for 2005, an increase of $1.8 million, or
44 percent, from 2004. Net charge offs of $487 thousand was a very low .020 percent of loans outstanding which is substantially lower than
the already low .098 percent in 2004. {With the continuing change in loan mix from residential real -estate to commercial and consumer
loans, which historically have greater credit risk, the Company has increased the balance in the allowance for loan and lease losses. Loan
growth, average loan size, and credit que'xlity considerations will determine the level of additional provision expense.

'
1

Item 7a. Quantitative and Qualitative Disclosures about-Market Risk
|

Information regarding *“Quantitative énd,Qualitative Disclosures about Market Risk™ is set fourth under “Item 7 - Management’s

Discussion and Analysis”, . -

'

| . . .
Item 8. Financial Statements and Supplementary Data
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" Report of Independent Registered Public Accounting Firm
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el by
Audit Committee, Board_ of Dnrectors and Stockholdcrs - o e e
GlacnerBancorp,Inc : ,]_, SRR PR Lt T L booe 7
Kalispell, Momana S T N . : S
" T B A Y IS '\ ot P T AN ST . R
We have aixdited management s assessment, mcluded in the-accompanying Report of -
Management| that Glacier Bancorp, Inc. maintained effective internal control over financial ‘
reporting as of December 31 2006, based on criteria established in Internal Control < Integrated
Framework issued by the Committee of. Sponsormg Organizations of the Treadway Commassmn
(COSO). Glacier, Banc{n‘p,J Inc.’s'management is responsible for maintaining effective internal
control over financial reportmg and for its assessment of the effectiveness of internal control over
financial reportmg Our reSponsnbllity is to express an opinion on management’s assessment and
an opinion on the effectiveness of the. Company s mternal contro] over financial reporting based
on our audit. . RSN
We conducted our audit in'accordance with the standards of the Public Company Accounting
Oversight Board (United Smtes) Thos¢ standards require that we plan and perform the audit to
obtain reasonable assurance about whether cffective internal control over financial Teporting was !
maintained in all material II‘CSpCClS An audit includes obtaining an understanding of internal - .
control over financial repomng, evaluating management’s assessment, testing and evaluating the
design and opcratmg cffectlvencss of internal control and performing such other procedures as we
consider necessary in the mrcumstanccs We believe that our audit provides a reasonable basis for
our opinion. |

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the rcl‘nabnmy of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles. A
company’s internal control over financial reporting includes those policies and procedures that (1)
pertain to the; maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted aclcoummg principles, and that receipts and expenditures of the company
ar¢ being made only in accfordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthonzedlacqmsmon, use or disposition of the company’s assets that could have a material
effect on the f nancial statements.

Because of its inherent limitations, internal control over financial réporting may not prevent or

. detect mlsstatements Alsol projections of any evaluation of effectiveness to future periods are
subject to the sisk that t,ontm!s may become inadequate because of changes in conditions or that
the degree oﬂcomphance with the policies or procedures may deteriorate.

g i
|
. W;ells Fargo Center 1700 Linookn Street, Suite 1400 Denvar, CO 802034514 3038614545  Fe 303 8325705
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In our opinion, management’s assessment that Glacier Bancorp, Inc. maintained effective internal
control over financial reporting as.of December 31, 2006, is fairly stated, in all material respects,
based on critena established in Internal Control — Integrated Framework issued by the '
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Also, in our
opinton, Glacier Bancorp, Inc. maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2006, based on criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO).

As discussed in management’s assessment, the Company has excluded certain entities from
management’s assessment and we have excluded those entities from the scope of our audit of
internal control over financial reporting as permitted by the SEC staff guidance provided in .
Question 3 of the SEC’s publication, Office of the Chief Accountant and Division of Corporation
Finance: Management's Report on Internal Control Over Financial Reporting and D:sclosure in
Exchange Act Periodic Reports, Frequently Asked Quesnons dated June 23, 2004 )
We have also aud1ted in accordance wn.h the 5’(andards of the Pubhc Company Actounting -
Oversight Board (United States), the consolidated financial statements of Glacier Bancorp, Inc.
and submrhanes and our report dated Febmary 23,2007, expressed an unqualified oplmon

* thereon. : “ : , - : et

)

4

' BKD, LLP

e D

Denver, Colofado e -
February 23, 2007 : : - -
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GIacner Bancorp, Inc.

|
|
i
Cmrsohdated Statements of Financial Condltlon
|
i

December 31,

" See accompanying notes to consolidated financial statements.

|
I
|

(dollars in thousands, except per share data) 2006 2005
-Assets: . l I _ s '
Cash on hand and in banksr .......................................................... et $ 136,591 111,418
Federal funds sold.........0....... N 6,125 7,537
. Interest beanng cash depolsns...'.'.-........- ..... bbbt sttt ba b emeetrbentereeeernts 30,301 13,654
Cash and cash equlvalelnts 173,017 . 132,609
Investment securities, avai:lable-fqr-éale 825,637 970,055
Loans receivable, net of allowance for loan and lease losses of $49,259
-and $38, 655 at Decembér 31 2006, and 2005, respecnvely 3,130,389 - 2,374,647
Loans held for 3 1L AU OO NPT 35,135l 22,540
Prémises and EQUIPIMENY 6L . ooooooooeeeoeoeeoees oo "'110,759 79,952
Real estate and other assets owned, net . ererirenns . 1,484 | 332
Accrued interest recelvable e bbb bt 25,729 19,923
Core deposit intangible, net of accumulated amortization of $8,825 ' ‘ '
and $6,801 at December 31, 2006, and 2005, respectlvely ................................. 14,750 . 8,015
Goodwill..........c....... e e e, 129,716 79,099
Other asse(s.................. et 21,123 19,172
TOME A3SCIS...e. oo ssrsesereses s 4,467,739 3,706,344
Liabilities; . r . _ . ‘ S
Non—imerest bearing depdsits et b oot e e e a et e s r s es s e e aenrarerane B 829,355 .667,008
*  Interest bearmg deposits.... . 2,378,178 1,867,704
Advances from Federal Home Loan Bank of Seattle ........cccocoeoeviieeievvnevenrennennnnn 307,522 402,191 .
" Securities sold under agrccrncnts to repurchase 170,216 129,530° - -
Other borrowed funds... 168,770 ' 187,692
Accrued mterest payable 11,041 '7.437
" Deferred ax liability.... ! 1,927 " 2,746
" Subordinated débentures.., 115,000 ° 85,000
Other liabilities............ ‘ R 29587 23,797
TOU! HABILES. ..o 4011,59 3373105
Stockholders' Eqult) | .
Preferred shares, 5.01 par value per share 1,000,000 shares authorlzed PSR '
) none issued or outstanding at December 31, 2006 and 2005.......ccoorimnniinneens - e
** Common stock, $.01 par valtié per share. 117,187,500 and 78,125,000
shares authorized, 52, 302 820 and 48,258,821 issued and outstandmg ) oL . .
at DecemberBl 2006 and 2005, respectively.... . ny 523 483
Paid-in capltal ' 344,265 262,222
Retained earnings - subst'antlally restricted.......cvvvrirrinrerennn,s ST SR e - 108,286 . ' . 69,713
Accumulated other comprehensive INCOME. ... s 3,069 821
Total stockholders' eqluity ................................................................................. 456,143 333,239
Total liabilities and StOCKNOIAELS' €QUILY.............cuvecoreveeererreerireresesresssesieree § 4,467,739 3,706,344




Glacner Bancorp, Inc.
Conisolidated Statemerits of Operatlons

.. Years ended December 31,
{dollars in thousands, except per share data) 2006 2005 2004
Interest Income: !
Real e8tate LOANS.......ccivvrirriererrerrrerree st eene et s s e ee e s e see e e smee s e 3 - 52,219 - 34,506 - 22,942
Commercial loans..!'.......... et tea it eaan—rartteaa e anaesirraan 119,215 - 0 r 81,359 - 57,312
Consumer and other 10ans............coovveeieecirrecece e . ..40,284 - 28,696 - 20,331
Investment securities and Other.......coovvveciee i iisee e 41,608 45,424 46,700
TOtal INTETEST IIECOIMIE. .. ieuv i ieveere e eeereretivaaessraserseeessneesneaansaeeemaessneeens 253,326 . ¢ 189,985 147,285
Interest Expense: T . : o, .
Deposits ......coovevcreess O OO DYDY SOS PSSO NPT 58,147 - 25,705 . -14,054
Federal Home Loan Bank of Seattle advances OO O 20,460 21,489 18,540
Securities sold under agreements to repurchase .................................. 6,618 2,948 o 873
Subordinated debentures.............oocooovreeeeeeeereene. 6,050 ‘ 6,455 ° 5,619
Other borrowed funds.... ............................................. e e © 3,763 3381 806
Total INterest EXPEnSe. . ...ccrivrrrrerecsersineens ................. e : 95,038 59, 978 ' 39,892
NEt IREEreSt ICOME wevvrversrrrrirersnsrsmsnsrsssmssmsssos. 158,288 7 130,007 107,393
PrOViSion for 10an 10SSES, ... e 5,192 6023 4195
Net interest incomé after provision ) '
for 10an 10SSES......tennrivrrnnrervvsivnenennns SR OSSOSO 153,096 123,984 ' 103,198
Non-Interest Income: = - - ‘ ' ' '
Service charges and other fees..........oci 29,71 24,503 19,3550
Miscellaneous loan fees'and Charges.........ooo.ccvverevceeenecfovsee b - 1,371 6,309 C 4,710
Gain on $a1e 0F L0aNS.. . & e rrer e aene e 10,819. 11,048 - - 8015
Loss on.sale of INVESIMENIS. .....oveiiriet i ieieveieriearniaanes - . v {3): o (138) ) --
Other income......... PO SRR PO UPTIORPIOTS , . 3,954 2,904 ‘ 2,290
Total non-interest income............... e 51,842 . 44,626 34,565
Non-Interest Expense:. | _ .o N
Compensation, emp]oyee benefits and related expense ........................ 65,419 ) .Sl 385 39,955
Occupancy and eqUIPMENt EXPENSE.r....covrivrursssissmsersssses oo ) 15,268 12851 . 10,797
Oulsourced data processmg EXPEIISC. ..eevereereeerrerieseeeseerrsstenseraaraseseraanes 2,788 ] 839q ' 1,551
Core deposit mlanglbles amomzanon OO UTO PO PO OO STORON ' - 2,024 1,4?0' 1,074
Other' EXPENSE..ciirinrrirriiat v rereeeneas e eeereenens Teeeereraas : 27,051 - 23381 18,756
Total NON-INTETEST EXPENSE. . ceveeeri e eeececeieir e s sra s , 90,926 72,133
Earnings before income taxes.....c.coummrmscnmnsssensarens 77,684 165,630
Federal and state income tax expense ' © 25,311 T 21,014
Net EarDiBES... . ccccescsisssscsisssssissesisissssrssens heeeieerraneessnssiaseieniee s s sasasaes S 52373 0 44,616
Basic earnings per share....... < .12 0.97
Diluted earnings per share.... 1.09 0.96
See accompanying notes;to consolidated financial statements. .
e ) 1 L
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s " Glacier Bancorp, Inc.
7 Consolidated Statements of Stockholders' Equity o
{ and Comprehensive Income - - .
N ; Years ended December 31, 2006, 2005, and 2004 " s v
. 1
. : ’ RL Retained sAccumulated Total
b : . eamings othércomp- 3. ' stock
| L L Common Stock Paid-in substantially rehensive + holders'
{dollars in thousands, except per share data) - Shares Amount” ' capital ' restricted ' .income '™ ' ' equity
f e ‘ oo .
Balance at December 31, 2003......5...... i ©'. 45381259 S 454 222376 8,393 6616 237,839
Comprehensive income: . . - : ,
Net earnings... S . - - Mo - . 44616 - o 44,616
Unrealized loss on securities, net of rcclassuﬁcauon ad}ustmem and 18Xe5. . ririrerne “ R - - - {682) i {682)
Total comprehensive income.... ! - - - - . - 43,934 :
’ \ l LY . ' 1 [
Cash dividends declared (5.36 pcr sharc\ ! - - - (16,618} .- -y {16,618} i
Stock options exercised ! 782,481 7 S 541 - - 5439
Repurchase and retirement ofslock ’ (133’595] (1} (1,804} o -, f {1,805)
Acquisition of fractional sharts. ' ] U - - ) I QT . -, {9
Tax benefil from stock related mrbpensatian.' R, N Kt en s - - 1,404 - - 1,404
Balance at December 31, 2004; 46,030,145 3 460 227,399 36,391 5,934 * 270,184
[ : ' ' S
Comprehensive incorme: ! c \ o . v -
Net €aMingS...cvernecserermemsocerorses L et tere e eenesersebe e et sere s s e - - - 52,373 - [ v 52,373
Unrealized loss on securities, net of reclassification adjusl.rncm and 1axes... - - v .- P - {5,113 > {5,113) [ k
Total mmprehensne income. ' | i 1.4 . - - - o e + 47,260
Cash dividends declared (5.40 pe1' share) ' L] - e - 19051y L w, - o0 (19081
Stock options exercised 596,655 & 5,152 ' -y - AR 5,158
Stock issued in connection with aéqgisitigns... f 1,632,021 17 28.421 . o " , 28,438
Acquisition of fractional shares | ........ : - - (8) T - . 8
Tax benefit from stock related cofhpensation...........". S - - 1,258 = - 1,258
Balance at December 31, 2005......0.5..% Rt b 48,258,821 $ 483 262,222 69,713 821 333,239
. ; ¥ 4 .
Comprehensive incotne: , . L ot !
Net camings..! ! : - - - 61,131+ . - 61.131
Unrealized gain on securities, m:t of reclassification BdJuS[anl dnd taxes., - - . - s - 2,248 R 2,248 '
Total comprehensive income. e | : : - - - - L e, 63,379
‘ : 1 : ' - .
Cash dividends declared ($.45 per share).... i -- - - (22,558).1 T {22.558)
Stock options exercised } S 639,563 6 6,700 - - o 6,706
Stock issued in connection with amm itions ! y 1,904,436 19 , 41431 .- - 41,450
Public offering of stock 1ssucd...; ““““““““““““““““““ ’ ........ STTITPRPR PRI 1,500,000 15 o418 29,433
Acquisition af fractional shares.... ! - - (5) - - (5) B
Stock-based comlpensation and m‘x benefit e - - 4,499 -- - 4,499
Balance at December]l 2006.,.... o 52,302,820 5 523 344,265 108,286 3,069 456,143
' ; . EX e “Year ended December 31, : '
Bisclosure of reclassification amount; | N "; ' . © 2006 © 2005 <MLo2004 ! e
Unrealized and realized holdmg g,am (Ioss) ansmg dunng the ycar 3 3,706 (8,574) fr{1,024) - ber
Tax (expense} benefit . i {1.460) 3377 442
Netafter tax ! 1246 (5.197) (682) '
Rcclasstﬁcatlon ‘adjustment for net loss included in nét income. . 3 138 - '
Tax benefit " ) (54 - t
Net after tax.. . I SR 2 84 -
Net changc in unreallzcd gam {loss) on a\allablc-(‘or salc securities! 5 " 2,248 (5,113) o "(682)
o a ! PO e . - EL A PR P
See accnmpnnyjng_ qoles ta c_ons‘o]idzfl_ed ﬁnanf:_i_al s_Emcmcm's.. ) 4 . o co ,
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Glacier Bancorp, Inc.
Consolidated Statements of Cash Flows

Years ended December 31,
{dollars in thousands} 2006 2005 2004
OPERATING ACTIVITIES : |
Net eamings... " — .. 5 61,131 52,373 44,616
Adjustments to reconctle net eammings to net
cash provided by (used in) operating activities: * o e . o
Moartgage loans held for sale originated or acquired.... (484,]70)' (455,429) (292,017)
Proceeds from sales of mortgage loans held for sale... . 482,394 462,115 302,529
Provision for loan losses... 5,192 6,023 4,195
Depreciation of premises and equupmcnt 6,746 5,349 . 4,567
Amortization of core deposit intangible. 2,024 1,470 1,074
Loss on sale of investments....................... . 3 138 -
Gain on sale of loans.......cooovceeeer e, . (10,819 (11,048) {8.015)
Amortization of investment securities premiums and dlscoums net. ) ) 4,853 " 8,846 11,263
Federal Home Loan Bank of Seattle stock dividends.........r.vvvnnenns - (180) ’ {1,218}
Deferred tax (benefit) expense -t (931) (2,204) 284
Stock compensa;ion expense, netof tax benefits. ... 2,149 - . -
Excess tax benefits related to the exercise of stock oplions.........ovcvvievviinninniennnn 1,217 - -
Tax benefit from stock related compensation.._.............ccocoiviiii i - 1,258 - 1,404
Net increase in accrued interest receivable.... (1,611) (890) (696)
Net increase in accrued interest payable........ 2,398 1,949 495
Net increase in current income taxes ..... 1,791 1,308 : 1,201
Net (increase) decrease in other assets. - (1,439) 2,394 {2,145}
Net (decrease) increase in other liabilities. e (772) 3,512 2,253
NET CASH PROVIDED BY OPERATING ACTIVITIES 67,721 76,984 69,790
" INVESTING ACTIVITIES: '
Proceeds from sales, maturities and prepayments of invesiment . )
securities available-for-sale... reereenent et raa et et a pa et anane - 223,064 419,524 317,273
Purchases of investment securities avatlable-for sa]e “ (59,007) (164,901) (316,475}
Principal collected on installment and commercial Ioans 1,050,666 781,848 . 677,004
Installment and commercial loans originated or acquired (1,348,217) (LI15087T) . (875,539} -
Principal collections on mortgage loafs... 438,319 470,450 296,482
Mortgage loans criginated or acquired. (556,954) (507.471) {376,039y .
Net purchase of FHLB and FRB stock. (455) (1,995) {1,942)
Acquisitions of banks and branches.. + 43,086 6,265 14,524
Net addition of premises and eqmpmcnl . (22,241) © o (17.359) (7.032) ~
NET CASH USED IN INVESTING ACT[VITIES ..... (231,739) - (164,516) e {271,744) !
FINANCING ACTIVITIES: .
Net increase in deposils.... 243,088 346,577 116,943
Net (decrease) increase in FHLB ndvanccs (96,219) (439,545) 41,639
Net increase in securities sold under rcpurchasc agreements....... 3424 53,37 19,190
Net (decrease) increase in other borrowed funds....... (18,925) 182,634 v (2.961)
Proceeds from issuance of subordinated debentures.. 65,000 - 45,000
Repayment of subordinated debentures... (35,000) - -
Cash dividends paid ... (22,558) (19,051 {16,618}
Excess tax benefits mtatcd to thc exercise of stock options 1,217 - -
Proceeds from exercise of stock options and other $10¢K isSued, .memr. e simvereeeereree 36,403 5,158 5,439
Repurchase and retirement of stock - - (1.805)
Cash paid for stock dividends.... (5) (8) {9
- NET CASH PROVIDED BY FINANCING ACTIVITIES.. 204,425 129,137 206,818
NET INCREASE IN CASH AND CASH EQUIVALENTS......coooviirierccnrrenree e cenreninren 40,408 41,605 4,864
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR.. 132,609 91,004 86,140
CASH AND CASH EQUIVALENTS AT END OF YEAR................ 173,017 132,609 91,004
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION ’ !
Cash paid during the year for interest 90,230 57,404 T 39,382
Cash paid during the year for income taxes $ © 31,031 24,808 18,424
The following schedule summarizes the acquisition of Bank Holding Co. and subsidiaries in 2006 and 2005 ..
Citizens Devalop. First Natlcnal First State Citizens Bank First Matlonal
Company Bank of Morgan Bank Holding Co. Banks - Wast Co.
Acquired Oct. 1, 2006 " Sept. 1, 2006 i Oct. 31, 2005 April 1, 2005 Feb. 28, 2005
Fair Value of assets acquired $ 457,023 88,519 152,592 126,394 267,126
Cash paid for the capital stock 47,176 20,000 2,100 8,602 41,000
Capital stock issued 31,451 9,999 19,723 8,715 -
Liabilities assurned 379.827 68,411 130,663 109,077 226,126
See accompanying notes to consolidated financial statements. 59




1. Summary of Significant Accounting Policies

\ . AR T . . , o = . . : t AL

{a) General ‘ Co : o ‘

Glacier Bancorp, -Inc. (the "Company"),fls a Montana corporation incorporated in 2004 as a successor corporation to the Delaware
corporation incorporated in 1990. The Company is a multi-bank holding company that provides a full range of banking services to
individual and corporate customers in Montana Idaho, Wyoming, Utah and Washington through its subsidiary banks. The subsidiary
banks are subject to competmon from other financial service providers. The subsidiary.banks-are also subject to the regulatrons of
certain government agencres and underg(') periodic examinations by those regulatory authorltres L B

. ¥,
’ i >

The accountlng and consolidated ﬁnancral statement reportmg policies of the Company conform with accountmg principles generally
accepted in the United States of Amerrca In preparing the consclidated financial statements, management is réquired to make
estimates and assumptions that affect the reported and disclosed amounts of assets and liabilities as of the date ofithe statement of
financial condition and income and expenses for the period. Actual results could d1ffer significantly from those estimates.
n [ . . L ' . [

Matenal estlmates that are particularly slusceptlble to-significant change in the near term relate to the determination of the allowance
for loan and lease losses. Management believes that the allowance for loan and lease losses is adequate. While management uses
available information to recognlze losses on loans, future additions to the allowance may be necessary based on changes in economic
conditions. In addition, 'various regulatory agencies, as an mtegral part of their examination process, periodically review their
subsidiary banks' allowance for loan and lease losses. Siich agencres may require the subsidiary banks to recognize additions to their
respective allowance for loan and lease losses based on the agencres Jjudgments about mformatron avallable to them at the time of

their examination. o i . . . ‘ . Co,

(b) Prmcrples of Consolidation T R . ' s :
The consolidated financial statements mclude the: accounts of the Company and its fifteen wholly- owned operating subsidiaries,
Glacier Bank (“Glacier”), First SecuntyI Bank of Missoula (“First Security’”), Western Security Bank (“Western”), Big Sky Western
Bank (“Big Sky”), Valley Bank of Helena (*Valley™), Glacier Bank of Whitefish (“Whitefish™), Citizens State Bank, First Citizens
Bank of Billings, First National Bank of Lewistown, Western Bank-of-Chinook, First Citizens Bank, N.A., all located in Montana,
Mountain West Bank (“Mountain West”) located in 1daho, Citizens Community Bank (“Citizens”) located in ldaho, 1* Bank 1
Bank”) located in Wyoming, and Flrst National Bank of. Morgan (“Morgan”) located in Utah. All srgmﬁcant tnter company
transacttons have been eliminated in consolldatron . < S o .
]

On October 1, 2006, Citizens Development Company (“CDC") and its five banking subsidiaries located across Montana were
acquired and became bank subsmlraneslof the Company. The CDC subsidiaries include Citizens State Bank, First Citizens Bank of
Billings, First National Bank of Lewistown, Western Bank of Chinook, and First szens ‘Bank, N.A, On’ September 1, 2006
Morgan including its one.branch office in. Mountam Green, Utah was acquired.
On October 31, 2005, First State Bank in Thompson Falls, Montana was acqulred by First Secunty On May 20, 2005 Zions
National Bank branch office in Bonners Ferry, Idaho was acquired and became a branch of Mountain West. On April 1, 2005,
Citizens Bank Holding Co. and its subsrdtary bank Citizens Community Bank in Pocatello, Idaho were acquired. On February 28,
- 2005, First National Bank-West Co.: and its subsidiary bank 1% Bank in Evanston, Wyoming were acquired. Accordingly,.the
financial information presented mcludes the operations since the date of the acquisitions. See Note 20 for additional information
related to these transactions. SR ' _

oo . : _ Wy, oo o
(c) Cash and Cash Equwalents " o ' : i ’ .
Cash and cash equivalents include cash on hand, cash held as demand deposits at various banks and regulatory agencies, interest
bearing deposits and federal funds sold iwrth original maturities of three months orless:. ' . e to

. : . Sy K . g ~ e

{d) Investment Securities l
Debt securities for which the Companyr has the positive intent and ability to hold to maturity are classified as held-to-maturity and are
stated at amortized cost. i Debt and equity securities held primarily for the purpose of selling in the near term are classified as trading
securities and are reported at fair market value, with unrealized gains and losses included in income. Debt and equity securities not
classified as held-to-maturity or tradtng are classified as available-for-sale and are reported at fair value with unrealized gains and
losses, net of income taxes, shown as a separate component of stockholders' equity. ‘As ‘of December 31, 2006, the Company only
holds available-for-sale securities. For additional information relating to investments, see Note 3.

4
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1. Summary of Significant Accounting Policies ... continued

o - .
Premiums and discounts on investment securities are amortized or accreted into income using a method that approximates the level-
vield interest method. The cost of any investment, if sold, is determined by specific identification. Declines in the fair value of
securities below carrying value that are other than temporary are charged to expense as realized losses and the related carrying .value

1sreducedtofa1rvalue o . e o oo . . , P e

. v
s
' ' BT

‘The Company holds stock in the Federal Home Loan Bank of Scattle (“FHLB“) and the Federal Reserve Bank (“FRB”) FHLB and
FRB stocks are restricted because they may only be sold to another member institution or the FHLB or FRB at their par values. Due
to restrictive terms, and the lack of a readily determinable market value, FHLB and FRB stocks are carried at cost,

(e} Loans Recelvable : .“". : o B R . :

Loans that are.intended to, be held to matunty are reported at their unpaid' principal balance less charge- offs specific valuanon
accounts, and any deferred fees or costs on originated loans. Purchased-loans are reported net of unamortized premiums or discounts.
Interest income is reported on the interest method and includes discounts and premiums on purchased loans and net loan fees on
originated loans which are-amortized over the expected life of loans using methods that approx1mate the effective interest method. For
additionat information relating to loans, see Note 4, . . - ' '

' . ' e o ! o N e .t ! . . ’ e
Loans on which the accrual of interést has been.discontinued are designated.as nonaccrual 'loans. Accrual of interest on loans is
discontinued-either when reasonable,doubt exists as to the full, timely collection of interest or principal or when a loan becomes
contractually past-due by ninety days or more with respect to interest or principal unless such past due loan is well secured and in the
process of collection. When a loan is placed on nonacerual status, interest previously accrued but not collected is reversed against
current period interest income. Interest accruals are resumed on such loans only when they are brought fully current with respect to
interest and principal and when, in the Judgment of management, the loans are estimated to be fully collecnble as to both pnnc1pa] and
interest. « - - . . -t ‘ .

L . v N ' . ' S 4 . ) . 1 © . . i !
(f) Loans Held for Sale . v ' 4 W oo
Mortgage and commercial loans orlgmated and intended for sale in-the secondary market are carried at the lower of cost or estlm.lted
market value in the aggregate. Net unrealized’losses are recognized by charges to income. A sale is recognized when-the Company
surrenders control of. the loan and censideration, ‘other-than, beneficial, interests \in the loan, is received. in'exchange. A gain is
recognized to the extent the selling price exceeds the carrying value. s T
(g) Allowance for loan and lease losses . « - . ! : .o : : ! S
Managements periodic evaluation of the adequacy of -the allowance -is based on factors such -as the Company's past loan loss
experience,-known.and inherent risks in the portfolio, adverse situations that may affect the borrower’s ability to repay, the estimated
value of any underlying collateral, current economic conditions, and independent appraisals. Loan losses are charged against the
allowance when management believes the uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are credlted
to the allowance. - ‘For addmonal information relatmg to allowance for loan and lease losses; see Note 4. . '

The Company also provndes an allowance for lossés on lmpa1red loans.. ,Groups of small balance homogeneous loans (gener.illy
consumer and residential real estate loans) ‘are evaluated for impairment collectively. .Ailoan is considered impaired when, based
upon current information and events, it is probable that the Company will be.unable to collect,-on & timely basis, all principal and
interest according to the contractual terms of the loan's original agreement. When a specific loan is determined to be impaired, the
allowance for loan and lease losses is increased through a charge to expense for the amount of the impairment. The amount of the
impairment is measured using cash flows discounted at the loan's effective interest rate, except when it'is‘determined that the sole
source of repayment for the loan is the operations or liquidation of the underlying collateral. In such cases, impairment is measured
by determining the current value of the collateral, reduced by anticipated selling costs. The Company recognizes interest income on
impaired loans only to the extent the cash payments are received. '

. ‘,||' . . . Lo
(h) Premises and Equipment St T o : : SRR
Premises and’equipment.are stated at cost,less depreciation. ~DepreCIatlon is computed ona stralght -line method over the estimated
useful, lives or the term of the related lease. The estimated useful life for office buildings is 15-40 years and the estimated useful life
for fumniture, fixtures, and equipment is 3-10 years. Interest is ‘capitalized for any significant building projects. For addmonal
information relating to premises and equipment, see Note 5. . A Co -

p . . Lo i - b
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1. Summary of Signiﬁcant Accourlting Policies . .. continued Lot . i AR

i) Real Estate Owned . Vo O S : : o o v
Property acquired by foreclosure or deed in’ lreu of foreclosure is carried at the lower of cost or estimated fair value less sellmg costs.
Costs, excluding interest, relating to the improvement of property are capitalized, whereas those relating to holding the property are
charged to expense. Fair value is determmed as the amount that could be reasonably expected.in a current sale,(other than a forced or
liquidation sale) betweenia willing buyer and a willing seller. If the fair value of the asset-minus the estimated.cost to sell is tess than
the cost of the property, a loss is recogmzed and the asset carrying value is reduced... ., . . ..

(j) Business Combinations and Intanglble Assets T P ' -

Acquisitions are accounted for using the purchase accounting method as prescrlbed by Statement of Financial Accountmg Standard
(“SFAS”) Number (“No.”) 141, Busure'ss Combinations. Purchase accounting requires the total purchase price to be allocated to the
estimated fair values of, assets acqun’ed and liabilities assumed including certain intangible.assets. Goodwill,is recorded for.the

|
residual amount in excess ofthe net fair values, . T . . g . T

Adjustment of the aliocated purchase; price rnay be.required for pre-acquisition contingencies of the acquired entity known or
discovered during the allocation period, the period of time required to identify and ‘measure the fair values of the assets and liabilities
acquired in the business combination. | The allocation period is generally limited to one year following consummation of.a business

combination., -,

s . ‘ . . . . . . . L

- ‘ I o e

Core deposnt mtangtble represents the mtangrble valug of depos1tor relatlonshrps resultmg from deposit l1abll|ttes assumed in
acqutsmons and are gmortized using an accelerated method based on an, estlmated runoff of the related deposits, not exceeding 10
years. The useful Ilfe of the core deposrt mtanglble is reevaluated on an, annua] baS|s with any changes in estimated useful life
accounted for prospectlvely over. the revised remaining hfe For addmonal mformatlon relating to corg deposit 1ntangrbles see Note
6. i

y ot . . IR
On an annual basis, as requtred by SFAS No 4142, Goodwrll and Orher [mangrbleAvser.s -the Company tests goodwﬂl for lmpalrment
at the sub51d|ary level dunng the third quarter In addition, goodwrll is tested for, impairment on an interim basis if:an_event or
circumstance indicates that it,is more{I likely than not that an lmparrment loss has occurred. For additional mformanon relatmg to

goodwill, see Note 6. ¢ ] S T AT N O

(k) Income Taxes l Loe

Deferred tax assets and liabilities are recognized for estimated future tax consequences attributable 1o drfferenccs between the
financial statement carrying amounis ot assets and l1ab1httes and their respective tax bases. The effect on deferred tax assets and
llabrlmes of a change. in tax rates is, recogmzed in income in the penod that mcludes the enactment date. For addmonal mf‘ormauon
relatmg to income taxes, see Note 12.. o N o o e _ .

Yyt Ca T ” O R T TR N R sl

(I) Stock-based Compensatlon l l ‘ .

In December 2004, the FASB issued SFAS No. 123 (Revised), Share-Based Payment, which replaces SFAS No 123 and supersedes
APB Opinion No, 25, 'SFAS No. 123 (Revised) requires that the compensation cost relating to the share-based payment transactions
be recognized in the financial statements over the requisite service period. The Statement covers a wide range of. share based
compensation arrangements mcludmg stock opttons restricted-share plans, performance-based awards, share.appreciation rrg,hts and
employee purchase plans, .The Statement requires entities to measure the cost of the employee services recelved in exchange for stock
optrons based on the grant “date fair v'alue of the award, and to recognize the cost over the period the employee is requrred to prowde
services for the award. SFAS No. 123 (Revised) per"mtts entities to use any option-pricing model that megts the fair value,objective in
the Statement. : }

The Company adopted SFAS. No, -123 (Revised) Share-Based Payment, as of January 1, 2006 and, accordingly, has determmed
compensatron cost. based on the fair value of the stock options at the grant date. FASB also lssued several Staff Positions durmg 2005
and 2006 and all appltcable posmonslare being followed by the Company. The Company, adopted the modified prospective transmon
method in reporting ﬁnancral statement results in, the current and for future reporting periods. Under the modified prospective method
SFAS No. 123 (Revised) applies to new. awards and to awards modlﬁed repurchased or cancelled after the effectlve date
accordingly, the prior interim and arlnual penods do not refléct restated amounts. Compensatton cost has been measured using the
fair value of an award on the grant date and is recognized over the service period, which is the vesting period. Compensation cost
related to the non-ves'ted portion of, awards outstanding as of the date was based on the grant-date fair value of those awards as

|
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1. Summary of Significant Accounting Policies ... continued

calculated under the original provisions of SFAS No. 123; that is, the Company is not required to re-measure the grant-date fair v.llue
estimate of the unvested portion of award granted prior to the effe( tive date of SFAS No. 123 (Revised}.

‘ W
The Company had applied APB Opmlon No. 25 and related interpretations in accountmg for the stock-based compensation prior to
January 1, 2006. Stock options issued under the Company’s stock opnon plan have no mmnsrc value at the grant date, and therefore
no compensation cost was recognized in prior years, - "+ e :

For additional mformatlon relatmg to stock- based compensat;on see Note 15.

{m) Long-lived Assets B :

Long-lived assets, including core deposit intangibles, are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. An asset is deemed impaired if the sum of the expected future
cash flows is less than the carrying amount of the asset. If impaired, an impairment loss is recognized to reduce the carrying value of
the asset to fair value. rAt December 31, 2006 and 2005, no assets were considered impaired.

(n) Mortgage Servicing Rights .

The Company recognizes the rights to service mortgage loans for others, whether acquired or internally originated. Loan servicing
rights are initially recorded at fair value based on comparable market quotes and are amortized as other expense in proportion to and
over the period of estimated net servicing income. Loan servicing rights are evaluated quarterly for impairment by discounting the
expected future cash flows, taking into consideration the estimated level of prepayments based on current industry expectations and
the predominant risk characteristics of the underlying loans including loan type, note rate and loan term. Impairment adjustments, if
any, are recorded through a valuation allowance. For additional information relating to mortgage servicing rights, see Note 6.

As of December 31, 2006 and 2005, the carrying value of servicing rights was approximately $1,168,000 and $1,112,000,
respectively. Amortization expense of $193,000, $276,000, and $328,000 was recognized in the years ended December 31, 2006,
2005, and 2004, respectively. The sefvicing rights are included in other assets on the balance sheet and are amortized over the period
of estimated net servicing income. Thefe was no impairment of carrying value at December 31, 2006 or 2005. At
December 31, 2006, the fair value of mortgage servicing rights was approximately $1,313,000. -

(0) Earnings Per Share .
Basic éarnings per share represents income available to commion s1ockholders d1v1ded by the welghted-average number of shares of
common stock outstanding during the year. Diluted earnings’ per share reflects’ additional common shares that would have been
outstanding if dilutive potential shares had been issued, 'as well as any adjustment to income that would result from the issuance.
Potential common shares that may be issued by the Company relate to outstanding stock options, and are determined using the
treasury stock method. Previous period amounts are restated for the effect of stock dividends and splits. For addmonal information
relating earnings per share see Note 14. ‘ '

’ i

(p) Stock Split - S R - :

On November 29, 2006, the Board of Directors declared a three-for<two stock split, payable to shareholders of record cn
December 11, 2006, payable December' 14, 2006. On April 26, 2005 the Board of Directors declared a five-for-four stock split,
payable to shareholders of record onMay 10, 2005, payable May 26, 2005. On April 28, 2004 the Board of Directors declared a
five-for-four stock split, payable 1o shareholders of record on May L1, 2004, payable May 20, 2004 All prior period amounts have
been restated to refléct the stock splits.

(q) Leases

The Company leases certain land, premises and equipment from third partles under operating and capital leases. The lease paymenis
for operating lease agreements are recognized on a straight-line basis. The present value of the future miriimum rental payments for
capital leases is recognized as an asset when the lease is formed. Lease lmprovements incurred at the inception of the lease are
recorded as an asset and depreciated over the initial term of the lease and lease'improverhents incurred subsequently are depreciated
over the remammg term of the lease ‘For additional rnformatlon rela'rmg leases, see Note 19.

¢




1. Summary of Significant Accounting Policies ... continued - .- . . . S i

{r) Comprehensive Income

Comprehensive income mcludes net mcome as well as other changes in stockholders equity that result from transactions and
ecoriomic events other thalm those with stockholders The Company's.only -significant element of other comprehensive income.is
unrealized gains and losses, net of tax expensc (beneﬁt) on available-for-sale securities. . - . e mees

(s) Reclassiﬁcations

|

lal P .
AR A ¥

Certain reclassifications ha}ve been made to the 2005 and 2004 financial statements to conform to the 2006 presentation. .+~

‘ |
2. Cash on Hand and in Banks

[P

PO

The subsrdrary banks are requrred to mamtam an average reserve balance with either the Federal Reserve Bank or in the form of cash

on hand. The amount of thls requ1red reserve balance at December 31, 2006 was $16,235,000.. - - . - - . cata t

3. Investment Securities, Available for Sale - ' ' : T

i e , . 4

A comparison of the amortized cost and estrmated fair value of the Company s investment securities designated as available for sale is

presented below. . o
INVESTMENTS AS OF DECEMBER 31, 2006 R R
Estimated
{dollars in thousands), Weighted  Amortized Gross Unrealized .~ Fair
Yield Cost (ains Losses Value
s he s oo !
U.S. Government and Federal Agency:
maturing within one year. !, 478% 3 10,982 S (6) 10,976
’ v SE ey ety

Government-Sponsored Enterprism:

maturing within one year.!............. 4.90% * 8,177 - tant 8160

--nntunngoneyearthroughﬁveyea:s... ‘ 5.15% 648 - - .. 648

manmngﬁveyearsthroughtenyears.. l 7.73% 352 5 - - 1357

maturing after ten years.. ... | 6.68% 153 1 - 154

' | ‘ ) 505% 9,330 6 (7) 9319
State and Local Governments and otherrlssues ST s oo
maturing within one year............... T, 3.65%, 2,190 2 (n 2,191

maturing one year through five years..... .. 408%° © 5736 43 @) 5758
maturing five years through ten years. .. ... 4.92% 15180 818 (1) 15,987.
maturing aﬂertenyears..!................ i 5.12% 276,756 11,794 ' (86) 288464'

5.08% 299,862 12,657 (119) 312,400

Mortgage-Backed Securities. .............. “474% - CsLeT3 150 (1,235) 50,588

Real Estate Mortgage lmlfestment Con’duits........ e 4.14% 382,551, 45 (6,634) 375,962

| : S o .
FHLMC and FNMA stock......couvu 5.74% o 7,593, 218 - 7,811
OTHER INVESTMENTS: | o
Certificates of Deposits with over 9% day maturity........cccoeviemnnnees 4.83% 2,864 - - 2,864
FHLB and FRB stock, at cost........: I - 1.26% 55,7117 - - 55717

Total Investments

436% § 820,572 13,076 (8.011) 825,637
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3. Investment Securities, Available for Sale. .. continuedinin -, AN ran. g i .
TR !
e 1) el y INVESTMENTSASOF DECEMBER 31,2005 ' af. v
. ' . T oL .'. o PP § LR N i yere ESt“na,tEd
{dollars in thousands) i ¥ Welghted Amortlzed ‘ Gross Unreallzed . Fair
' Yield Cost Gains Losses ~ Value
. Government-Sponsored Enterprises: R
maturing within one year. .. e G34% S 0 123600 0 Ly 0 - (@) 1,134
maturing one year through ﬁve years e 4.32% 3,962 - (39) 3,023
maturmgﬁveyearsthroughtenyea.rs.......................................... 6.55% 324 At 56 -t < 330,
maturing after teN YEars. . ......cooeoeiieiiiii e 5.04% 337 2 - 339
e oonnotur o S Bl e b we 453%0 4 5 859 .y, v i 8, s (4D T 5,826
State and Local Governments and other issues: ., - A P U L CaTue T T T
maturing within one year.. RPN 4.16% 365 3 - 368
maturing one year through ﬁve years. . . 4.75% C 6,858 b 124800 10n(143) Ly 6,763
maturing five years throughtenyears 5.08% 8,728 365 (16) 9,077
. maturing afler ten years. - s csns s e S 0 e 510% 287475, 12476 . {225) 299426
5.09% 303,126 12,892 (384) . 315,634
Mortgage—Backed SECUTities. . ouuurieuiernnnantilis SRR oL A6T% T L 65,926 308 (1,599 64,635
Real Estate Mortgage Investment Conduits.. PR RT I R _“_“:4_1_2_.'_2_"/; ) ‘_55-9,582:_“ ":-1:5-4_; . ‘- (9,65_‘3) i 52:1 ;_083
o 2oy P * 'n') Do
FHLMC and FNMA stock. .. 5.74% 7,593 - (330) 7,263
' [T “l.‘ -t I
aoer * OTHER INVESTMENTS: 2 avat Ce : . oo ;
Certificates of Deposits with over 90 day maturity........ 3.18% 2,085 - - 2,085
b B 0 B g dic P = 00Ty
FHLB and FRB St0CK, 86 COSL....cevvverevevrevmsrmecererereogsersongrmserenenes 0.66% 53,529 ST LT T sis
, L -"':j" B . .. "!......‘...‘...- - . -
Total Investments . - e JA34% 5068700 13,362, (12007 ., 970,055
! Y, . T

e L

Maturities of securities do not reflect | repricing opportunities presant in adjustable rate securmes ;nor do they, reflect expected sharter
maturities based.upon early prepayment of prmc1pa] Weighted yields on tax-exempt investment securmes exclude the fax effect The

Real Estate Mortgage Investment Conduits are backed by the FNMA, GNMA, or FHLMC

-l'."_"--;' i 1, |
The _bqpk value of securities \yés as follows at: _ ' .; ; :' Lot ’
: .?.I - . ;_.. P, ir_-.:‘._‘:_’..._- e December 31 ,
» o (dollars in thousands) 2004 . )
Feta fer " Governiment-Sponsored Ehtetprises,.....0 000§ 1,082- -+ e
- State and Local Govemments and Other Issues.. ' 300,339 ,
) ! Mortgage- Backed Secutities!......... .o mt e ! 756,629 Ty ook
Real Estate Mortgage Investment Conduns ....... 660,389 ' . .
' FHLMC and FNMA stock..s.......i0000 s, o 7,893 oo oD
Certificates of Deposits with over 90 day maturity..... , 1,303
FHLB and FRB Stock............ooooooi, T 49.803° . S
1 T e . SETIEEEIRR 3 '1’077;]38’ VR e st 0 5}
o AR <k
TRt W TITOTERTT, o et .
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3. Investment Securitic‘es, Available/for Sale...continued & 2iewnlnd i odeeterd o T hiatieeent E
Investments with an Unrealized loss posmon at December:3 1, 2006; « 1t 35 mofivey fo Gui weny) s onel §E s st e,
TRV RS SRS 4 | B L P O IR P T ST RCHNP) TN (P 1S S RIS s S SRR élh Lo e
T R e P S R R L TR PR (e R SR TR TRV TS T [ £ TSRO I PR PLFALELEE B DR SR FTD IR S S AT TN
(dollars in thousands) - |« * 1. sy Lessthan'|2 moriths .”+" . 12.months'or more* u': /120 Total
} Fair Unrealized Fair Unrealized Fair Unreallzed
! Value Loss # 77 Walueza: . Loss it . ' Value ~%» ¢nloss .}
U.S. Government and Federal Agency e B '110’976,.-',3' I LI oL Y aliBes :Lu..'. L -'ll]0,976 i Aaflet '.6—1.
Government-Sponsored Enterpnses ‘.. e 4,688 2 4,003 15 8,691 - 17
State and Local Govemrmntsandother issues. . T . | 43 8039 76 16280 119
Mortgage—BackedSecmtles Lo I ) - 1t 42301 1,234 42,615 1,235
Real Estate Mortgage lnvest:mnt Condmts e 6,079 25 363,917 6,609 369,956 6,634
©nf% oM 1°¢ 6 rf" O, C e LB UL R
Total temporanily fimpaired socuntles( . $ 7 29208 777 a19060" ¥ 7034, g s 8,011
protT Uit'f'i—.(‘ C. e . BT P TR Bt HTLET (S I
e I CI ¢ 103 e . . R M P
Investments with an unreallzed loss position at-December 31, 2005: - ' g
'l N BT L VRS RN TISREY 51
SRR SEF LK
1"+ (dollars in thousdnds) | . Less than 12 months!: -+ -12'months or more i1 1.4 " Total
RS A I - -+ Fair Unrealized - -+ 'Fair ~ b Unrealized ++ < Fair’ Unrealized
PR RSt} 71 A Value Loss Value Loss Value Loss
TSR _l itz
Government-Sponsored Entgpnses S TN | 5,158 40 I U | w5,2(_)2 _ . 41
State and Local Governments andother issues.. 12,689 70216 < T 9330 Y P gegt T T 20,019 g4
FHLMC stock. .. A e 7,170 330 : - 7,170 330

P

Mortgage- Backed Secuntles R imaamzes 28810 - 640~ 23,620~ - =050 . —-52430-- 1,599

. Real Estate Mortgage Inves‘|tment Conduits e onvmidn -+ 193990 -2,517-- —303,991" 36 <1 497.081— 9,653
Total temporarily ifrpaired isocuntle% : jr" S_20817 3743 336085 Ms264” “sdigy 12007
‘ o i-‘; "”\)‘) . i 1.1."1 i

As of December 31 200§ there were 2;]0 investments in an unrealized loss posmon and were con51derecl to:be temporarily 1mpa1red
and therefore an |mpa1rmem “charge has not been recorded. The security types with the largest, unrealized losses, are the Mortgage-
Backed, and Real Estate"Mortgage Tavestment Conduits” * These securities have underlying collateral consnstmg of U.S, Government-
Sponsored Enterprise, gdaranteed mortlgages The unrealized losses are primarily a function of changes in market interest rates
between the issue dates]and the currem*measurement daté.! The fair:value ofithese securities: declined from:$550.4' million' at

December 31, 2005 to $412.6 mitlion at December 31, 2006, and the unrealized loss declined from 2.0 percent of fair value to 1.9-

percent of falr value for those same years Intermediate term interest rates are substantially unchanged from year end 2005 to year end
2006_resuiting inra longer period of time in+which ‘the Securities have been in an unrealized loss position. With the continued
pnnc:pal reductions on these securities, and the | potentlal for increased fair value in the event of declines in intermediate term interest
rates, the unrealized lossels are considered temporary.

1 alD ! L LT
lnterest'ir"l'co"lﬁ“é“includeﬂtax Zexempt interest for the years endéd Décember 31, 20{)6 2005; and 2004 6f $13,901,000; $13,867, 000
2pd B13.917,000, respeetively. s o TR T SrtEERTE
0 L i

Gross proceeds from sales of mvestment securmes for theﬂyears ended December 31, 2006, 2005, and 2004 were approxlm'ately
$488,000, $116,139, 000 and $66,910, 000 respectively, resultmg in gross gains of approximately $0, $471,000 nd $304. 000 and
gross losses of approx1m 1tely $3,000, $609 000 and $304, 000 respectlvely The cost of any mvestment sold 18 determmed by speclﬁc
ldennﬁcatlon B —-;- G L . Co
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3. Investment Securities, Available for Sale...continued

At December 31, 2006, the Company had investment securities with carrying values of approximately $498,250,000 pledged as
security for deposits of several local government units, securities sold under agreements to repurchase, collateral for treasury term
borrowings, and as collateral for treasury tax and loan borrowings. At December 31, 2006, the Company had qualified investment
securities with carrying values of approximately $204,110,000 pledged as collateral for advances with the FHLB.

¢

4. Loans Receivable, Net and Loans Held for Sale

The following is a summary of loans receivable, net and loans held for sale at:

- ot December 11,
' ‘o L " {dollars in thousands) 2006 2005
Residential firSt MOMBAGE - .-vvvvceoeevevererrressssessesreeresesermensrsreessssssserssesers $ 758,921 589,260
- Loans held for sale-........... ettt bt e e et b eb et 35,135 22,540
Commercial real estate..... ...t 954,290 781,181
Other comumercial ... ... i 902,994 579,515
CONSUIMIET Lviiiiiiiieiesiisiisesses st et e ese e enssessesesess e s cesssne et s e eseseasesetensenesens 218,640 175,503
HOME SUILY .o oeeeiee et a g ena e 356,477 295,992
3,226,457 2,443,991
Net deferred loan fees, premiums and discounts................................ (11,674) (8,149)
B -« Allowance for loan and 1ease J0SSES............vveviivieeeereeariiiinniennn. (49,259) (38,655)
T et ‘ . $ 3,165,524 2,397,187

The following is a summary of activity in allowance for losses on loans:

4

Years ended December 31,

. (dollars in thousands) . ' ‘ 2006 2005 2004 '
Balance, beginning of period ....................... $ 38,655 26,492 23,990
" ACqUISIHONS. ... e, eerresrerens e 6,091 6,627 -
Net charge offs......ccooonii e (679) (487) (1,693)
Provision .......lvevovinneccerarennenns s 5,192 6,023 4,195
_ Balance, end of period ...l $ 49,259 - 38,655 26,492 ,

Following is an allocation of the allowance for loan and lease losses and the percent of loans in each category at:

]

. LY

PR . : . . December 31, 2006 December 31, 2005
: : ' ' Percent of Percent of
: of loans in of loans in -
Amount category Amount category
" (dollars in thousands) ' ‘

Residential first mortgage and loans held for sale.......... 3 5,421 246% § 4,318 ' 25.0%
Commercial real estate...........oevvnininrirrrinninns 16,741 29.6% 14,370 32.0%
Other commercial .........ooooemimeieceeceeeeeecee e 18,361 ' 28.0% 12,566 23.7%
CONSUITIET. .. ..evvvererin e svccresssssrnssss sy 4,649 6.8% . 3,988 7.2%
Home equity ....oov........ OO 4,087 11.0% 3,413 12.1%
3 49,259 100.0% $ 38,655 100.0%
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|
4. Loans Receivable, Net and Loans Held for Sale . . . continued TR o o S

Substantially all of the Company's loan recelvables are with customers within the Company's market areas. Although the: Company
has a diversified loan portfoho a substantlal portion of its customers’ ability to honor their contracts is dependent upon the economic
performance in the Comp'any s market areas The subsidiary banks are subject.to regulatory.limits for the amount of loans to any
individual borrower and all subsidiary banks are in compliance as of December 31;:2006. No' ‘individual borrower had outstandmg
loans or commitments exceedmg 10 percent of the Company’s consolidated stockholders’ equ:ty as of December 31, 2006.

The combined total of lot acquisition loans to borrowers who mtend to construct primary res1dence on the lot, land acquisition and
development loans, and restdentlal builder lines is approximately $789 million, or 24.5 percent of total loans at December 31, 2006.
The December 31, 2005 total mcludmg‘loans in the banks acquired in 2006, was approximately $545. million or 19.7 percent of total
loans. Increases mcurred in each subsidiary with the largest amounts outstanding centered in the high growth areas of Western
Montana, and Couer d’Alene, Sandpomt Boise, and Southeastern Idaho. The geographic dispersion, in addition to the normal credit

standards further mmgatea the risk of loss in this portfoho

Impaired -loans, Wthh consists of those reported as non-accrual, for the years endéd December 31,-2006, 2005, fand 2004 - were
approximately $6,065, 000 $5,252,000, and $5,950,000, respectively,'of which no impairment allowance'was deemed necessary. ~The
average recorded mvestr‘nent in 1mpa1red loans for the years ended December 31, 2006, 2005 and 2004 -wasapproximately
$5,451,000, $5,090,000, and $8,733 000 respectively. Interest income that would have been recorded on impaired loans if such loans
had been current for the entire perlod| would have been approximately $462,000, $359,000, and $372,000 for the:years.énded
December 31, 2006, 2005 and 2004, respectively. Interest income recognized on impaired loans for the years ended December 31,
2006, 2005, and 2004 was not mgmfica'nt :L.oans ninety days overdue and still accruing interest-for the years ended December, 31,
2006, 2005, and 2004 were approx1mateiy $] 345,000, $4,505,000, and $1,642,000, respectively.

The weighted average interest rate on Ioans was 7.64 percent and 6.84 percent at December 31, 2006' and 2005, respectively.

' FASTRRPL W VP T
At December 31, 2006, 2005 and 2004, loans sold and serviced for others were $177,518,000, $145,279,000, and $174,805,000,
respectively. e e

At Decemher 31, 2006, the Company had $1,867,923,000 in variable rate loans and $1,358,534,000 in fixed rate loans.

The Company is a party to financial mstruments with off-balance-sheet risk in the normal course of business to meet the: ﬁnancmg
needs of its customers. ’I'hese financial mstruments include commitments to extend credit and letters of credit, and involve, to varying
degrees, elements of crcd1t risk. The Company s'exposure_to credit loss in the event of nonperformance-by the other party to the
financial instrument for commntments to extend credit is represented by the contractual amount of those instruments. The Company
uses the same credit pollc:les in makmg commitments and conditional obligations as it does for on-balance- sheet mstruments The

| .o Lo T

Company did not have any outstanding commitments on impaired loans as of December 31, 2006, "

LN

The Company had outstanding commitments as follows: . s
| ' ' ) 'December 31,
| dollars in thousands) 2006 C 2005
T . EEE ] [ i
Loal:1s and 10ans in process. ..., $ 653,056 | -525,334
Unu?:.ed consumer lines of credit..........c.coccovvnninciriniinnnens L2244588 L 176,275 ...
LIS OF CIOlrrebe oo 63,375 .. S 25,218,

$ 940886 __ 726,827

I -, ' e

Substantially all of the loans held for sale at December 3 1, 2006 and 2005 were committed fo bé sold.
The Company has entered into transacnons with its executive ofﬁcers d1reetors SIgmﬁcant shareholders and their affiliates. The

aggregate amount of loans to such related parties at December 31, 2006 and 2005 was approximately $93,258,000 and $37,509,000.
During 2006, new loans to such related’pames were approximately $94,528,000 and repayments were approximately $38,779,000.
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5. Premises and Equipment, Net I O T Aat S B PR RE ‘
Premises-and equ1pment net consist of the followingat:, I . | S .o B T
St PN USRI T .': £ ce e e .
. oo g ‘ \ ,,ri N T T A L + December3l, . ., ...
. Cy . s . (dollarsiin thousands).” gz . 2006 . L2005 . g .
' o "“,‘lh . A [ {* i, '.'_ . l."' AL v S N LAY o P h P R A
LaNd L 5 18,573 18,155
‘ v+ - Office buildings and construction in progress........... 4, 91,964, L0469 :
L . o+ Furniture, fixtures and equipment........o0.oo.ovvooeiioe, , 42,187 .. 34826 . . . oo
RTINS Leasehold improvements.............. o, 4,302 L 12,5840 r o
v s : Accumulated depreciation................ et - {46,267y -+ (40,309) .-,
ST L I S VN TR T LA L I b =8 110,759 e T T9952 e L e e
: [ i ey A YV S B AL . po !

Depreciation expense forithe. years. ended ‘December 31, 2006, 2005, .and 2004 was -$6,746,000, .$5;349,000, and. $4,567,000,
respectively. -Interest:expense capitalized.for. various. construction projects for-the year ended December 31, 2006 was $297,000 and

there was no interest capitalized for the years ended December 31,2005and 2004. . by 0o 0. N o
T S A TS TP I SRR vt I VLT R I [ - Vore
6 Goodw1ll and Other lntanglble Assets - ¢ e T A P AL : Coa
Che L ab el gt ot ey e R R | o e el
The following table sets forth.information regardmg the: Company s core deposit mtanglbles and mortgage servicing rlghts oo
v et T e . Core Deposit ~ i7 - Mortgage, ,. v ¢+ . BRI
(dollars in thousands) Intangible  Servicing Rights (1) Total
sy T R N P Co

As of December 3, 2006

e Gross carrying valug VAT ke g 23,575 e T : DT 2
Accumulated amortization (8,825) e
Net carrying value., P . 3 14,750 oo, L1168 oo Is918 ,

.. As of Dece.mher 31,2005 . L

PR YR ;—'. * . ‘ . Tl . "'.‘ s Vitpe ..!']
. Gross carrying value T e N S 14816 . . P T
. . Accumulated amortizatiop'. o e . (6,801). - ; P T TN T R R
Net carrying value + .- - -0 RS ' S ... 8015 .. 1,112 . e e 9127 0
. . ,,'- ta, . * - : 1 N ' ot “‘ LEa i . - . ! i
Weighted-Average Amortization Period. , -, e e ot e e
(Period in years) 10.0 9.6 10.0
Aggregate Amortization Expense v o et s
For the year ended December 31 2006 3 2,024 193 2,217
For the year ended- December 31 2005 . T e o 34700 s o 26 1,746
For the year ended December 31 2004 bt 11 7 S 328 - - 1,402
Estimated Ainortiz‘ation Expeﬁ'éé . - R - S
For the yea} enc!ed Decembelf-3l';-2007 3,060 80 v - 3,140
For the year en'dcd.December_B.l’,,ZOOS 2,805 80 - 2,885
For the year ended December 3172009 2,512 78 2,590
For the year ended December 31,2010 2,143 75 2,218
For the year ended Dcac;nbe;}l, 201 i 1,415 . 7.:5 1,488 | .
(1) Gross carrymg value and accumulated amortization are not readily avallable .
v vl . ' P | R
ie 1‘? '}, ' ~J>" . . .- g N N ‘. " '_,'
R : st e o
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6. Goodwill and Other Intangible Assets. .. continued

o, MR

1
On October 1, 2006 CDC| and its five subsndlarles were acquired and-became bank subsidiaries of the Company. The purchase. price
included core deposit mtanglble of §7 8'63 000 and goodwill of $39,716,000. On September 1, 2006, Morgan was acquired. The
purchase price included core deposnt mtanglble of $896 000 and goodwill of $10,501,000. The followmg is a summary of activity in

goodwﬂl B T P 4
ot 'r' I ",. T T R P IO P A
- ' T j | (dollars in thousands) - . T Goodwill 4T T AT
- * .- " r'_.‘ !1---;0)0. ,l
- Balance as of December 31, 2005 TR B 79,099 0 ERLT YRS (TR
i Acquisitio{n of First National Bank of Morgan canawr 10900, 0 L Lyl
: T Acqmsmon of Citizens' Development Company ot 39716 . o e
N 1ot Balance a$ of December 31,2006 -, . B 129716 L L g T
., <o R e T e
. A R TN AL I
. . s CARSRI UL Lagar e
;7". DePOSits ':";"(-“ iy | "’ "-;::J . N T - ...’.‘.::"’L"“." —a . I - ;..':"j::’__ - L:"."":E :'. T TR ’
Deposits consist of the following at:
i AT AN ST RSP IRTIN SR WA L SR PES BN ST
) December 31, 2006 December 31, 2005
SRy /. Weighted __ __ . __ .. _. __ Weighted _ _____
' (dollars in thousands)” _ Average Rate. Amount Percent ' - -_Average Rate*’ _ Amount Percent
Demand accounts............. Hek USSR oo 0.0% 3 . 829,355 . 25.9% 00% § .. 667,008 .. v13262%
) oL A P LI N LY 11
NOW accounts.............. ..l s E 0.8% 452,766 . 14.1% 03%. ¢ + 367,077 v - i l45%
Savings BCCOUMS. .ot L. - 10% 271931 85%  05% 247607 . .; . 98%
Money market dema.nd acco"ti:i@..............[..'.'. T, 708,384 22.1% 1.5% 487,143 19.2%
Certificate accounts:  =f - - -
1.00% and lower.......... 2289 0.1% 4,048 0.2%
1.01% to 2.00%.1........ : S MLDUEeT T 3% e 0 . v 1879557 et 350507
200910 300%. il 93793 e 23%- T 0 Tt ¢ 166379 4 N 2 66%
" 3.01% 10 4.00%.... - CEL L n. agseg U 'slgug Ut U e 240085 g5kl
4.01% 10 5.00%. . 290,015 9.0% - (VT Mggagy” e 3 Ee
5.01%1to 6. 00% ....................................... 216,682 6.7% 10,304 0.4%
6.01%107. 00%i| ..... : 257 0.0% 3,102 0.1%
7.01% and higher 18 0.0% - 0.0%
Brokered 2.90 to 5.05% I 173,015 5.4% 165,000 6.5%
Total certificate z!lcoounts ............. ... 4.0% 945,096 29.4% 2.8% 765877 30.3%
Total interest bearing deposits................. .. 2.8% 2,378,178 74.1% 1.6% 1,867,704 73.8%
Total deposns‘ ...... 21% % 3,207,533 100.9% 1.2% 2,534,712 100.0%
J\
Deposits with a balance in excess of $100,000 $ 1,649,029 $ 1,283,980
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7. Deposits . .. continued T

At December 31,.2006, scheduled maturities of certificate accounts are as follows: . o : L .

(R o it o ) . L . N . ,

Years ending December 31, '

(dollars in thousands) . Total 2007 _ 2008 2009 2010 Thereafter
1.00% and lower.................... $ 102,289 2261 .8 8 - 12
1.01% 10 2.00%.......occervrerrenec 9,469 9,312 152 5 - -
2.01% 10 3.00%........oovoerrenn. 73,793 66,526 6,194 955 103 15
3.01% 0 4.00%. ......covvrren... T 179,558 134,936 26,201 - 9941 - 5,627 2,853
4.01% t0 5.00%..c...ccovrcimn. © 290,015 232,237 33,890 9,047 10,742 4,099
5.01% t0 6.00%. ..o L 216,682 183,053 18,998 8,261 1,434 4,936
6.01% 0 7.00%...coocorererercees 257 134 87 - 36 -
7.01% t0 8.00%.....oeoeoee... 18 “es - - - 18
Brokered 2.90 t0 5.05% ......... 173,015 172,000 1,015 - - --

' S 945,096 800,459 86,545 28,217 17,942 11,933

Interest expense on deposits is summarized as follows:

‘ . Years ended December 31,
; . (dollars in thousands) - _ - 2006 2005 . 2004

2 NOW aCCoUNtS ..o s $ 2,976 889 ..474
Savings accounts ...........c........ L rrevareareesinansareerneeinteerrnrranbrsaara e e vn s s 2,336 1,130 471

"t Money market demand aCCOULS...oieveviceierrcre e s Ceee e 18,043 7,552 3,776
Certificate accounts ............... eeeseseeeteeseeessees e eeeeeenen e oo e 34,792 16,134 T 9333

- ' ' o § 58,147 25,705 14,054

-

The Company reclassified approximately $3,837,000 and $2,683,000 of overdraft demand deposits to loans as of December 31, 2006
and 2005, respectively. The Company has entered into transactions with its executive officers, directors, significant shareholders, and
their affiliates. The aggregate amount of deposits with such related parties at December 31, 2006, and 2005 was approximately
$70,991,000 and $29,135,000, respectively. ‘




|
.
:
! l
1

8. Advances from Federal Home Lloan Bank of Seattle

L

Advances from the cheral Home Loan Bank of Seattle consist of the following: .

i
! I
' I
+

Maturing in years endlrlg December 31,

Totals as of
December 31,

{dollars in thousands) l 2007 2008 2009 2010 2011 Thereafter 2006 2005
1.00% to 2.00%.......... $ B - - - - - ' - = 40,000
2.01%to 3.00%.......... : 87,500 - - - - - 87,500 159,000
3.01% to 4.00%..........: 13,600 3,000 250 750 - 40,000 57,600 -" 58,000
4.01% 10 5.00%.........., 700 - 2,000 -- 636 42,739 46,075 124,077
5.01%t0 6.00%.......... ! 96,702 18,135 1 - - 40 114,878 .- 18,421
6.01%to 7.00%............ 674 74 47 24 - 250 . 1,069 1,793
7.01%to 8.00%.......... l,“ .. 300 . 100 T -- -- - 400 900

- 199,476 21,309 2,298 774 636 83,029 307,522 402,191

s —————————— i ———————

These advances are collaterallzed by FHLB stock held by the Company and a blanket assignment of the Bank’s unpledged qualifying
real estate loans and investments, The total amount of advances available, subject to. collateral avallablllty as of December 31, 2006

was approximately $635,329,000.
t

The weighted average ﬁxed interest rate on these advances was 4.15 percent and 3.26 percent at December 31, 2006. and 2005,
respectively. The Federal Home Loan Bank of Seattle holds callable options, which may be exercised after a predetermmed time as

shown below as of December 31, 2006:

) Interest Earliest
b (dollars in;thousands) ~Amount Rate Maturity Call
Calt Terms |

Quarterly at FHLB option ;.10 3 3,000 5.37% . 2008 © 2007
Quarterly at FHLB option ...............oooi, 15,000 5.52% - 2008 . 2007
If three month LIBOR is great!er than 8% on ' . ’ o )

quarterly measurement date after initial term................... 82,000 "3.49%-4.83% 2012 ' 2007 -

' $ 100,000
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9. Securities Sold Under Agreements to Repurchase and Other'Borrowed Funds ¢ .~ . i vee .

Securities sold under agreements to repurchase consist of the followingat: +« .0 . w00 s e Lot
' Book Market
o ' ‘ i Weighted valueof - value of
’ fb_ecember anL06_ . Lo _Repﬁrchasc- A a\:é:‘ag.e wer .. underlving__ __ underlying_ ._
- R ‘('dollars-in thuusan’d's)li . -+ —- amount vl fixed rate ~- .. - assefs - - '~  assets --‘-h-: !-.i-.

_Securities sold under agreements

| ~ to repurchase within: L, K . v, . N TR T ',
¢+ Overnight T S $ . 150,601 4.57% "Gy 155,622 © 154,561 -
v Term UP 10 30 dAYS everoreessenesssssmsessssssens - 10,191 C362% 2 9,386 . b 9331
" Term ovér 90 days - 9,424 T 507% YL 9743 - - 10,096
fﬁ e e T S 1TORI6 e - ASA%. S - 1TATS] 173,988
. . Dec'elmt‘)er3.],20(lll5w I .‘ e ' . . -
. (dollars in thousands) .. Co AT . Yo C ot
Securities sold under agreements : L Y S
to repurchase within: I
e Oveinight .. SRR SRR SR 1272437 T C366% 0 MI9LI66 - 7190602
T Tentup 10 30 days ...... ST AR A EY %3 43, Looes™ gide !
TErmn OVEr 90 GAYS v 1,150 3.00% Lol L7
v S $ J129530.. . .365% .8 . 193522 . _ 192919
- . W oy e Coha e Tir

[ - e om T - mer . - —. - e - JR— -

The securities, consisting of U.S. :Agency andilJ.S. Government-Sponsored Enterprises issued or guaranteed mortgage backed
securities, underlying agreements to repurchase ¢ntered into by the Company are for the same securities originalty sold, and are held
in a custody account by a third party. For the years ended December 31, 2006 and 2005 securities sold under agreements. to
repurchase averaged, approxnmately $153,314,000, and $103,522,000, respectlvcly, and thc maxnmum outstandlng aL .any month end
during the year was approxtmately $l64 338 000 and $l32 534,000, respectively.

The Company participates in a U. S Treasury term auction program whereby the Company is able to bid on funds. The term of the
borrowings is typically less than 35 days. The following lists the outstanding treasury term borrowings:

December 31,

(dollars in thousands) 2006 2005
Outstanding balance................. 3 162,000 179,000
Weighted fixed rate................. : 5.18% 4.29%
Maturity date.............oceeivnnnnns Jan. 3, 2007 Jan. 3, 2006

The Company also participates in a a U.S. Treasury tax and loan account note option program which provides short term funding
with no fixed maturity date up to $19,600,000 at federal funds rates minus 25 basis points. At December 31, 2006 and 2005, the
outstanding balance under this program was approximately 34,544,000 and $7,382,000. The borrowings are secured with investment
securities with a par value of approximately $22,625,000 and a market value of approximately $23,685,000. For the year ended
December 31, 2006, the maximum outstandmg, at any month end was approxtmately $11,541,000 and the average balance was
approx1mately $3,632,000.
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10. Subordinated Debentures : T FUIN IR

On August 15, 2006, 30,000 Trust Preferred Securitics at-$1,000 per:preferred'security were'issued by Glacier Capital Trust 1V. whose
common equity'is wholly-owned by the Company The! Trust: Preferred Securities bear a cumulative fixed interest rate of-7.235
percent for the first five years and then convert to @ thre¢ month LIBOR plus'1.57 percent rate adjustable-quarterly for the remaining
term until maturity on September 15, 2036. Interest distributions aré payable quarterly. The Trust Preferred Securities are subject to
mandatory redemption upon repayment 'of the subordinated debentures of $30,000,000 at their stated maturity date or their earlier
redemption in an amount equal to their lu']utdatton amount plus accumuiated and unpatd distributions to the date of redemption.
r .

On January 31, 2006, 35 000 Trust Preferred Secuntres at $1,000 per preferred sécurity were issued by Glacier Capital Trust III
whose common equity is wholly “owned by the Company. The Trust Preferred Securmes bear a cumulative fixed interest rate of 6.078
percent for the first five years and then convert to a three month LIBOR plus l 29 percent rate adjustable quarterly for the remaining
term until maturity. on Apnl 7, 2036. Interest dlstnbutrons are payable quanerly The Trust Preferred Seeurlttes are subject to
mandatory redemptlon upon repayment ’of the subordmated debentures of $35, 000 000 at their stated maturrty date or their earlier
redemption in an amount equal to their Itqurdatlon amount, plus accumulated and unpatd distributions to_the date of redemption. The
proceeds were used to fund the redempttbn of prevrous]y issued subordmated debenrures in the amount of $35.000,000.

In connection wrth the acqutsmon of szens on April 1, 2005, the Company acqurred Citizens Capital Trust I. On June 17, 2004,
5,000 Trust Preferred Securities at 1, 000 per preferred security were-issued by Citizens Trust 1 whose common equity is wholly-
owned by the Company The Trust Pr!eferred Securities bear a cumulative thiee month LIBOR plus -2.65 percent rate adjustable
quarterly until maturity on June 17, 2034. “Interest distributions are payable quarterly. The Trust Preferred Securities are subject to
mandatory redemption upon repayment of ‘the subordinated debentures of $5,000,000 at their stated matiirity date or their earlier
redemption in an amount equal to their quurdanon amount plus accumulated and unpatd distribution to the date of redempnon
(I '} '+ i
On March 24, 2004, 45 000 Trust Preferred Securities at $l 000 per preferred security were 1ssued by Glacler Capital Trust 1l whose
common equity is wholly owned by the Company. The Trust Preferred -Securities bear a cumulative fixed interest rate of 5.788
percent for the first. five years and then convert to a three month LIBOR plus 2.75 percent rate adjustable quarterly for the remaining
term until maturity, on” April 7,-2034. | Interest distributions are payable quarterly.; The Trust Preferred Securities are subject to
mandatory redemption upon repayment of the subordinated debentures of $45,000, 000 at their stated maturity date or their earlier
Co e A R PR

The Company g,uaranteed the payment of dtstnbutlons and payments for redemptron or liquidation of the Trust Preferred Securities to
the extent of funds held by Glacier Trust lV Glacier Trust 111, Citizens Trust I, and Glacier Trust 11. ‘The obhgatrons of the Company
under the Subordmated Debentures tog,ether wrth the guarantee and other back up obligations, in the aggregate, constitute a full and
unconditional guarantee by the Compan'y of the obhgatrons of all trusts, under the Trust Preferred Securltles '

The subordihated debentures with Glacier Trust IV are unsecured bear lnterest at’a rate of 7.235 percent per annum for the first five
years and then converts 10 a three month LIBOR plus 1: 57 percent rate adjustable quarterly for the remaining term until maturity on
September 15, 2036. The subordinated debentures with‘Glacier Trust'lI are unsecured, bear interest at a-rate of 6.078 percent per
annum for the first five years and then Iconverts to a three month LIBOR plus 1.29 percent rate adjustable quarterly for the remaining
term until maturity on April 7, 2036. "The subordinated debentures with Citizens Trust I are unsécuréd, bear interest rate of three
month LIBOR plus 2.65 percent per annum'and mature on June 17, "2034. The subordinated debentures with Glacier Trust II are
unsecured, bear interest at a rate of 5.788 percent per ‘aninum for the first five years'and then converts to a three month LIBOR plus
.2.75 percent rate adjustable quarterly for the remaining‘term-until matdrity on April 7; 2034. The Company may defer the payment of
interest at any time from time to-time for a period not exceeding 20 consecutive.quarters provided that the.deferral period does not
extend past the stated maturrty . Durmé any such deferral period, distributions on the Trust Preferred Securities will also be deferred
and the Company’s ability to-pay dividends on its common shares will be restricted. -
EI r ' ' e ,1 1.

Subject to approval by the Federal Reserve Bank the Trust Preferred Securmes may be redeemed at par prior to maturity at the
Company’s option on orafter September 15, 2011 for Glacier Trust IV, April 7; 201 1 for Glacier Trust 1I, June 17; 2009 for Citizens
Trust I, and April 7, 2009 for Glacier Trust 11 _The Trust Preferred Sccunnes may also be redeemed at any time in whole (but not in
part) for the Trusts, in the event of unfavorable changes in laws or regulattons that result in (1) Glacier Trust IV, Glacier Trust I,
Citizens Trust I, or Glacier Trust Il becommg subject to federal income tax on mcomc received on ihe Subordmated Debentures, (2)
interest payable by the Company on the ‘subordinated debentures becommg fion-deductible for federal tax purposes, (3) the
requirement for the trusts to register under the Investment Company Act of 1940, as amended, or (4) loss of the ability to treat the
Trust Preferred Securities as “Tier | Ca'pital” under the Federal Reserve Bank capital adequacy guidelines.
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11. Regulatory Capital ’ C. :

The Federal Reserve Bank has adopted capital adequacy guidelines pur.;;uant to which it assesses the adequacy of capital.in
supervising a bank holding company. The following table illustrates the Federal Reserve Bank’s adequacy guidelines and the
Company’s and subsidiaries banks’ compliance with those guidelines as of December 31, 2006: '

v

o - o

Minimum capital Well capitalized”
Actual ' requirement requirement
Amount "Ratio Amount  Ratio Amount Ratio ’ eon
‘Tier 1'(core) capital to risk weighted assets =~ ‘ . '
B Consolidated.............. 424479  12.10% 140,350 4.00% = 210,525 6.00%
' Mountain West.......... 74,222 10.39% 28,567 4.00% 42,851  6.00%
“Glacier........... e 71,462 11.12% 25696 © 4.00% 38544  600%
' First Security............. ' 76,408  13.58% 22,501 400% 33,752 6.00%
CDC........ e 33,711 10.88% 12,388 4.00% " 18,582  6.00%
. WeStem........pvverereenenn L 46949 15.12% 12,422 4.00% 18,633  6.00%
.  IstBank................ 19,899  10.24% L7773 400% . 11,660 6.00%
K Big SKY oo 29,696  11.50% 10,332 4.00% 15497 6.00%
Valley oot 21,852 11.31% 7,731 4.00% 11,596 . 6.00% )
Whitefish......cooro. 0 16,803 11.50% 5,847 . 4.00%. 8,770 . . 6.00%
Citizens............... ..+ 15470 10.53% 5877 4.00% 8,816  6.00%
Morgan. ................ 8,749  15.63% 2,239 4.00% 3359  6.00%
Tier 2 (total) capital to risk weighted assets ' : y
* Consolidated.............. 468,504 13.35% . 280,700 8.00% 350,876 10.00%
_ * Mountain West..........  * 82,563 11.56% 57,135 8.00% 71,418 10.00%
T Glagier e, '78,802  12.27% 51,393 8.00% 64,241  10.00%
© " First Security............. © T 83,471 14.84% 45,003 8.00% ' 56,254 10.00%
CDC.ovvieee 37,603 12.14% 24,776 8.00% 30,970 10.00%
Western.........coo....... 50,906 16.39% 24,845 ° 8.00% 31,056 10.00% - -
Ist Bank.............0. 22329 11.49% 15546  8.00% 19,433 * 10.00%
s Big Sky ... 32,934 12.75% 20,663 " 8.00% 25829  10.00%
Valley oo, 24270 12.56% 15,462 8.00% ' 19,327 10.00%
, Whitefish.......cco..cono.. 18630 1275% . 11,693  8.00% 14,617  10.00%
.. . Citizens............. 17,312 11.78% . 11,755 8.00% . . 14,694 10.00% .
' Morgan................. 9,450 . 16.88% . 4,479 8.00% 13,000  10.00%
, ‘ . . . ' 5 . : [
. Leverage capital to total average assets ' . . .
Consolidated.............. 424,479  977% 173825 4.00% - 217,281  5.00% :
. Mountain West.......... 74222 8.52% 34842 - 4.00% - 43,553 5.00% . .
Glacier.................... . 70,462 9.43% 30316 . 4.00% - 37895  500% .
* First Security............. . 76,408 1047% 29,179 4,00% 36,474  5.00% -
CDC....t.cue. 33,711 *~ 9.01% 14,966 400% ' 18,708  5.00%
WeSter........vovmeivnnne, 46,949  11.55% 16,263 .- 400% - 20329  5.00%
IstBank................ 19,899  6.50% 12,246 4.00% 15,307  5.00%
‘ Big SKY crovvocciiiccrenee ' 29,696 10.76% 11,037 4.00% 13,797  5.00%
Valley .....cooccnernrnnnn “ 21,852 8.14% 10,744 4.00% 13,430  5.00%
Whitefish................... 16,803  8.97% 7,493 4.00% 9,367  5.00%
. Citizens................ L 15470 9.81% 6,310 4.00% - 7,888  5.00%
‘ "Morgan............... . 8,749  10.29%" 3400 - 2.00% 4249 500% ,
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11. Regulatory Capital. . . continued

The following table illustrates the Federal Reserve Bank’s: adequacy gundelmes and the! Company s and.subsidiary banks comphance

with those guidelines as of December 31 I2005

o

Minimum capital

Y

+

Well capitalized

Tier 1 (core) capital to risk weighted assets
. _Consoli&iated ..............
~ Mountain West..........

Tier 2 (total) capital to ri

Consolitliated ..............
Mountain West..........

Levcrage cap1tal to total

Consohdated ..............

o

The Federal Deposit lnsurance Corpora

Actual requirement requirement !’
Amount Ratio Amount Ratio Amounit Ratio
329,289 12.00%.. ._109,724 _ _ 4.00% 164,585  6.00% _

54415  9.43% .. _23,078 ' 4.00% 34,617  6.00% _
63476 11.76% 21,583 4.00% 32,375 6.00%°

69,758 13.25% 21,066 4.00% 31,599 -6.00%
*44,428  14.97% 11,874 4.00% 17,811  -6.00%

C 17250 11.59% 5,952 4.00% - 8,928 - 6.00%
24769 10.10% 9,806 4.00% 14,709  6.00%
19,682 11.56% 6,812 4.00% 10,218  -6.00%

714,562 10.06% 5792 - 4.00% 8,688 - 6.00%

12,665  10.35% 4,894 - .4.00% 7341 6.00%

sk weighted assets e .

363,632 13.26% 219,447 8.00% 274,309  10.00%
61,341  10.63% 46,156 8.00% 57,695  10.00%
69,882 12.95% - 43,166 *  8.00% 53,958 * 10.00%
76,372 14.50% 42,132 8.00% 52,665 10.00%

48,150 16.22% 23,749 8.00% 29,686  10.00%
19,115  12.85% 11,904 8.00% 14,880 10.00%

Y 27,842 11.36% 19,612~ 8.00% 24,515 10.00%
21,783 12.79% 13,6247 800% 17,030 10.00%"
16237  11.21% 11,584 8.00% 14,480  10.00%

- 14,199-  11.60% 9,788 8.00% 12,235  10.00%

average assets

329280  9.17% 143,692 .,y 4.00%,. 179,615
54415  7.38% 29,487 4.00% 36,859  5.00%
63,476  9.34% 27,198 4.00% 33,998  5.00%
69,758  10.06% 27,732 4.00% 34665  5.00%
44428 10.36% 17,149~ 4.00% 21436 . 5.00%
17,250 . 6.28% 10,991 " 4.00% - 13,738  5.00%-
24769  9.24% 10,721 4.00% 13,401 5.00%
19,682  8.00% 9,844  4.00% 12,305  5.00%
14,562  8.44% 6,898 4.00% 8,623  5.00%
12,665 ~ 9.51% 5,329 6,661  5.00%

4.00%

L

3:

5.00% - 5i1-

N} %y
RV 4 ) 1

vesa T

2] oy

™

3
T

o

L
hY

-

ation lmprovement Act generally restricts a depository institution, from inéking any capital

distribution (mcludmg payment of a dmdend) or paying any’ managemem fée to its holding company'if the institution would
thereafter be capitalized ﬁt léss'than 8 ‘percent Tier 2 (total) risk-based’ capital, ‘4" percent Tier 1 risk-based capltal or a 4 percent
leverage ratio. At December 31, 2006 land 2005 the 'subsidiary-banks’ capital measures exceed the highest supervisory threshold,
which requires Tier 2 (total) capital of at least 10 percent, Tier I capital of at least 6 percent, and a leverage capital ratio of at least 5

percent.

There are no condltlons or events since
capital category.t'-" . :

Each of the subs:dlarles was cons:dered well capitalized by the respective regulator as of December 31, 2006 and 2005.

year—end that management believes have. changed the Company s or subsidiaries risk-based

L

'
[

76




11. Regulatory Capital. . . continued : ' ’ s

The. subsidiary banks are subject to certain restrictions on the amount of dividends that they may declare without prior regulatory

approval. At December 31, 2006, approximately $105,010,000 of retained earnings was.available for dividend declaration without
prior regulatory approval.

. ‘ She e
12. Federal and State Income Taxes AR ':'{_ o e
The following is a summary of consolldated mcome tax expense for: o P
~(dollars in thousands) cn -~ . 2006 2005 .__2004
Current: : ' e _ .
. Federal.....coovviiiii e, i et vaneene o 526,740 22,099 16,361
BT O S s . - 6,317 5416 . 4,369
. Total current tax expense L . - 33,057 27,515 .20,730
. (1,453) (1,955) 238 :
: i . {347) (249) - 46 !
Total deferred tax (income) expense (1,800) (2,204) 284 '
Total income tax expense 5 31,257 . 25,311 21,014

v M f oy

N v i o ' N
Combined federal and state income tax expense differs from that computed at the federal statutory corporate tax rate as follows for:

LT . o v

L . , .. Years ended December 31,
. L o , 2006 2005 2004
Federal statutory TALE oot et preve st RO 35.0% 35.0% 35.0%
State taxes, net of federal i 1ncome tax beneﬁt e . 42% 4.3% 4.4%
Tax- exempt mterest mcome...._.........,...ﬂ ..... e U -5.0% -5.9% . -7.2%
OUher, Net.pvvvrrerrsrsnressssesegesionsones ceensesene e JOS . 0.4% -0.8% -0.2%

33.8% 32.6% 32.0%

The tax effect of temporary differences which give rise to a 51gmf cant portion of deferred tax assets and deferred tax liabilities are as

follows: ‘ t LN
iy -
b R .
December 31, . I
(dollars in thousands) . 2006 2005 '
Deferred tax assets: . . . ‘ o
Allowance fqu losses on loans..............:.,....:..' ............................................... ) 19,777 15,786
i ‘ N 2,535 . 2372 |
‘ - _ 3,280 690 |
Total gross deferred tax assets 25,592 18,848 j
Deferred tax liabilities: _ , _ L ,
.. Federal Home Loan Bank stock dividends............ ...... ‘ ....... T (10,629) (lO 488) L %
‘ leed assets, due to dlfferences in deprec1at10n...,.‘......‘._ ....... ceere e . {4,781). . . (3, 385)
B e, Intanglbles..............._ ................. v ren et s (6,030) . (3,542)
< Deferred 1081 COSLS...cuurvmieeeecneereiec e s rens s en e — (2,514  (2,076) |
e . .+ Available-for-sale securities .............;c.... o e e e - (1,996) . (834) roo 4
£ e Other et T TP S (1,569) . .(1.569)., ,. i
Total gross deferred tax liabilities ’ 27,519)  (21,594) - . . .,
Net deferred tax liability $ (1,927) (2,746) | “i
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12. Federal and State lncome Taxes|. .. continued - TR IH R N S
There is no valuation allov»!rance at Decenpber 31, 2006 and 2005 because'management believes that it is more:likely than not that the
Company’s deferred tax assets will be realized by offsetting future taxable income from reversing taxable temporary differences and
anticipated future taxable'i 1nc0me _ s _
! - N ]\

Retained earnings at Déc?rhtier 31, 2006|includes approximately $3,600,000 for which no provision for federal income tax has been.
made. This amount represents the base year federal bad debt reserve, which is essentially an allocation of eamings to pre-1988 bad
debt deductions for i 1ncome tax purposes |only This amount is treated as a permanent difference and deferred taxes arc not recognized
unless it appears that this|bad debt reserve will be reduced and thereby result in taxable income in the foreseeable future. The
Company is not currently contemplating any changes in its business or operations which would result in a recapture, of this federal bad

|
debt reserve into taxable income. | .

13. Employee l:’oe'neﬁ't‘-Plans

The Company has a prof 1t sharing plan that has a_3 percent “safe harbor” provision which is a non- eleettve contribution by the

Company. To be consrdered eligible for. the plan, the employee must be 21 year of age, worked 501 hours i in the plan year, and been

employed for a full calendar quarter. Inladdition, elective contributions, depending on the Company’s profitability, are made to the
plan. Participants are at _ all times fully vested in all ‘contributions. The total plan expense for the years ended December 31, 2006,
2005, and 2004 was approxrmately $4, 730 ,000, $4,057,000 and $3,181,000 respectively.

The Company alsohas anl employees’ savmgs plan. The plan allows ellgrble employees to contribute up to 60 percent 25 percent
prior to October 1, 2004, (of their monthly salaries. The Company matches an amount equal to 50 percent of the ‘employeé’s
contribution, up to 6 percent of the empl(')yee s total pay. Participants are at all times fully vested in all contributions. The Company’s
contribution to the savmgs plan for the years ended December 31, 2006, 2005 and 2004 was approximately $1,120,000, $930,000,
and $750 000 respectlvely
The Company has a non- -funded deferred compensauon plan' for difectors and senior officers. The plan provides for the deférral- of
cash payments of up to 25 percent of a partrcrpants salary, and for 100 percent of bonuses and directors fees, at the election ‘of the
participant. The total amount deferred was approxnnately $643,000; $483,000, and $402,000, for the years ending December 31,

2006, 2005, and 2004, respectwely Effectwe January 1, 2005 ‘thé partlclpant receives an earnmgs credit at a rate equal to 50 percent
of the Company’s 'rétiri on eguity’ For years prior to 2005 the participant received an earnings credit at‘a"one year certificate” of
deposit rate, or at the total return rate on Company stock, on the amount 'deferred, as elected by the participant'at the time of the'
deferral election. The total earnings for the years ended 2006, 2005, and 2004 were approximately $226,000, $190,000, and
$437,000, respectively. - ln connection’ V:Vlth several acqursmons thé Company assumed the obligations of & deferred compensatlon

R r X . i . o ke 7Y
i oo - . . (K +
N S B T R C e AP R

plan for-certain key employees As of Decéniber 3132006, the llabllrty related to the obligation was approxrmately $2.085,000 and .

was included in other llabllmes of the Consolidated Statements of Fmancral Condition.* The amount expensed rt.lated to the
obl1gat10n durmg 2006 was msrgmf‘cantf U K : fr e

. ' v . H LN [
- - e r ! . . . tmn R

The Company has'a Supplemental Executwe Retirement Plan’' (SERP) which provides retirement benefits at’the” savmgs ‘and
retirement plan levels, for, amounts that are limited by IRS regulations under those plans.” Eligible' émployees include participants of
the non- funded deferred compensanonI plan and employees whose benefits were limited as a result of IRS regulations. The
Company’s required conmbunon ta the SERP for the years ended December 31 2006 '2005 and 2004 was approxlmately $102 000,
$74 000 and $63 0{)0 respectlvely : 7 ! e

1 v

l LT T S R S T : -" ."Hf' ST

The Company has entered into employrnent contracts "with n1neteen semor ofﬁcers that provrde beneﬁts under certain condltlons
followmgachange in control of the Company A o i P
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14. Earnings Per Share

The following table sets forth the comnputation of basic and diluted earnings per share:
' LN A " u L ‘

For the Years Ended December 31,

2006 2005 2004
R T S

¢ "Net earnings available to common’ .
i Stockholders, basic and diluted...................5 61,131,000 52,373,000 44,616,000
b “Average outstanding shares - basic................ ‘ 49,727,299 46,943,741 45,848,574
Add: Dilutive stock options............cc.o.eu... 769,878 895,333 867,530
Average outstanding shares - diluted.............. 50,497,177 47,839,074 46,716,104
! _l Basic earnings per share................... PRSR 5 1.23 1.12 .97
.« o .Diluted carnings per share............... e $ 121 1.09 .09

There were approximately 606,000, 148,000, and 1,400 options excluded from the dlluted share calculation for December 31, 2006,
2005 and 2004, respectively, due to the option exercise price exceeding the market price.

lS.l,Stocl_( Option Plans

The Company has stock-based compensation plans outstanding. The Directors 1994 Stock Option Plan was approved to provide for
the grant of options to outside Directors of the Company. The Employees 1995 Stock Option Plan was approved to provide the grant
of options to certain full-time employees of the Company. The Employees 1995 Stock Option Plan expired in April 2005 and has
granted but unexpired options outstanding. The 2005 Stock Incentive Plan was approved by shareholders on April 27, 2005 which
provides awards to certain full-time employees of the Company. The 2005 Stock Incentive Plan permits the granting of options, share
apprecratron rrghts restricted shares restricted share units, and unrestricted shares, deferred share units, and performance awards.
Upon exercise of the stock options, the shares are obtained from the authorized and unissued stock.

ay

The 1994 1995 and 20053 plans also contain provisions authorizing the grant of limited stock rights, whrch permn the optionee, upon
a change in control of the Company, to surrender his or her options for cancellation and receive cash or common stock equal to the
difference between the exercise price and the fair market value of the shares on the date of the grant. The option price at which the
Company s common stock may be purchased upon exercise of options granted under the plans must be at least equal to the per share
‘market value of such stock at the date the option is granted. All option shares are adjusted for stock splits and stock dividends. The
term of the options may not exceed ﬁve years from the date the options are granted The employee options vest over a period of two
years and the director options vest over a period of six months.

The Cqmpanyf adopled SFAS No. 123 (Revised) Share-Based, Payment, as of January 1, 2006 and, accordingly, has determined
compensation cost based on the fair value of options at the grant date. Additionally, the compensation cost for the portion of awards
outstanding for which the requisite service has not been rendered that are outstanding as of the required effective date are recognized
as.the requisite service is rendered on or afier the required effective date. For the twelve months ended December 31, 2006, the
compensation cost for the stock option plans was $3,018,000, with a correspondmg income tax benefit of $869,000, resultmg in a net
earnings and cash flow from operations reduction of $2,149,000, or a decrease of $.04 per share for both basic and diluted earnings
per share. Additionally, in the cash flow statement, the excess tax benefit from stock options decreased the net cash provided from
operating activities and increased the net cash provided by financing activities by $1,217,000 the twelve months ended December 31,
2006. Total unrecognized compensation cost, net of income tax benefit, related to non-vested awards which are expected to be
recognized over the next weighted period of 1 year was $1,124,000 as of December 31, 2006. The total fair value of shares vested for
the year ended December 31, 2006 and 2005 was $1,266,000 and $955,000, respectively.
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15. Stock Option Plans‘ . continued R e Y
Prior to the adoption of SFAS No. 123 (Rewsed) the Company utilized the intrinsic value method and compensation cost was the
excess of the market pnce of the stock al the grant date over the amount an employee must pay to acquire the stock.: The exercise
price of all stock options éranted has beeh equal to the fair market value of the underlying stock at the date of grant and, accordingly,
the intrinsic value has been $0 and no c!ompensatlon cost was recognized prior to the adoption of SFAS No. 123 (Revised). The
Company did not modify a‘ny outstandmg options prior to the adoption of the standard. If the Company had determined compensatlon
cost based on fair value of the options at the grant date under SFAS 123 (Revised) prior to the date of adoption, the Company’s net
income would have been reduced to the ﬁro forma amounts indicated below:

Year ended * Year ended '
December 31, 2005 - December 31, 2004 '
Net earnings (in thousands). As reported $ 52,373 44 616 ' )
' Compensation cost (1,308) (685) '
- Pro forma ) - - 51,065 43,931
Basic earnings per share: As reported : 1.12 0.97 \
. Compensation cost {0.03) (0.01)
‘ Pro forma ~1.09 096
Diluted earnings per share:  As reported 1.09 ., 0.96
* Compensation cost (0.02) (0.02)
Pro forma . 1.07 0.94 » o
. TR T e B
The per share welghted average fair value of stock options granted during 2006 and 2005 -was $4 31 and $2 35, respeclwe]y, on the

date of grant using the B‘lack Scholes 9pt10n-pncmg model with the following assumptions: 2006 = expected dividénd yield 2.23
percent, risk-free interest rate of 4.35 percent, volatility ratio of 27 percent, and expected life of 3.3 years: 2005 - expected dividend
yield 2.23 percent, risk- free interest ratje of 3.44 percent, volatility ratio of 18 percent, and expected life of 3.4 years. Expected
volatilities are based on hlstorlcal volatlhty and other factors. The Company uses historical data to estimate opuon exercise ‘and
termination with the valuanon model.| Employee and director awards, which have dissimilar historical exercise behavior, are
considered separate]y for valuatlon purposes. The risk-free rate for periods within the contractual life of the option is based on the
1J.S. Treasury yield in effect at the time of the grant, “The option awards generally vest upon six months or two. years of service.for

directors and employees, r'especnvely, and generally expire in ﬁve years. vt
Y

.
\
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. ‘. . T : OLons outstandmg - Optlons exercisable 1
: i A o e s Weighted " Weighted-
L . ' ' . ©' "7 average . average
Shares av exercise pricer -~ Shares . eXercise price
Balance, December 31, 2003........ 0o L 2,299,091 7.52 1,203,492 6.12
Canceled e e (94,899) 9.74 (28,439) 5.70
Granted..............0 0 " 844,235 13.28 .
Became exercisable. ' ‘ . DU 661,950 ° ) 9.57
EXercised.....o.oovorrveneen s elyes T (782.480) . 695 (782,480) 6.95
Balance, December 31, 2004 ; = = 2,265,947 9.77 1,054,523 7.74
CanCeled. ...ccvevererereslonserniinrenninis et (44823) 1403 (746D 6.51
Granted............. e S ~ 881,642 TP T 16,69
Became exercisable....orivveveiiieee e Tee -t 8t " 788,639 10.87
EXercised....ccooveneninnnnnnnreeeeeee, (597.166) 8.63 597,166y | 8.63
Balance, December 31, 2005............coo.on..... A 2,505,600 - 12.39 1,238,535 o 9.50
. R e I AR S T
Canceled......ccummmmmmssnns — .o 2. (132,869) C 167 (39,666) 10.68
Granted....smsisisrsrsrsnsnsseninens : . 1,001,313 . 21.04
Became exercisable.....iiiiiinens RPTPPTTPTOTN 739,187 15.06
+ Exercised S S apeteee . (640,121) 1048 - (640,121) , - 10,48,
" Balance, December 31, 2006..........ccccervreeeneen. .- 2,733923 [ .. .- 1582 1,297,935 . o 115
. Th P oo, : PR : LA . - . . o
:r':I'i':e'ra{rEge of cxeréiseJ prices on 6ptioﬁ5.out§§a§ding and exercisable at Ppcér'nber':’g 1, 2006 is as follows: L -
e, '_J ‘ ' O'p_tgons . ' o avp;aQ;f X nj:m‘_ . ;average ’ . Options ) avcra'gc ‘ _
Price range . Outstanding exercise price ., - | . life of options " Exercisable ) exercise price
$3.46 - $4.66 146,559 _ $4.26 | ;.9 years . 146,559 . . $4.26 -
$5.97-8598 11,715 598 "~ 2.4 years 11,715 598
$8.22-38.80 103,460 8.48 .1 years 103,460 8.48
$9.39-%11.36 327,935 . 9.54 1.1 years 327,935 9.54
$13.36 - 314.16 424,824 13.38 2.1 years 424 824 13.38
$16.66 - $19.68 765,161 16.71 3.1 years 129,693 16.67
$20.96 - £24.73 954,269 21.05 4.1 years 153,749 20.96
2,733,923 15.82 3.1 years 1,297,935 12.15

15. Stock Option Plans ... continued : e SR

At December 31, 2006, total shares available for option.grants to employees and directors are 4,767,290. Changes-in shares granted
for stock options for the years ended December 31 2006 2005, and 2004 respectively, are summarized as follows:

8l




15. Stock Option Plans . . . continued Tla B L T I T .
The change in non-vested shares granted for stock options for the years ended December 31, 2006 is summarized below: : »
i ) [ [ o Weighted Avgérage R
i . '_ N _Number Grant Date. .. ., .~ | i
o || e of Shares Fair Value .. i
. N(_)n-‘vested options, December 31, 2005......... 1,267,065 § N Y . |
Ce 7T GRted. L T e 1,001,313 a3l - |
Vested............... L e (739,187) 1.78 o o
Canceled............. L (93,203) . 313 - !
.o Non-vested optigms.,| December 31, 2006......... B 1,435,988 3.43. - ’ <
p -

The options exercised during the year ended December 31, 2005, were at prices from $3.46 to $20.96. |

ok + .
16. Parent Company Information '(Condensed) .

[T

IO

P

-

The fo]lbw_@g condensed|financial irifc};'mation is the unconsolidated x'jént company only) fﬁféﬁﬁétipﬁ fér; Filaéiéf' Igla'i'n'cofp, Inc.:
. ) -T‘_.... o ‘ -
l Statements of Financial Condition December 31,
| | (dollars in thousands) 2006 2005
Assets: | r
Cash .o, $ 567 1,967
Interest bearing cash dtreposits .................................................................... 13,839 11,125
Cash and cash equivalents 14,406 13,092
lnvestmlént securities, available-Tor-sale...........oc.ovoeereorrrrrseeeeeeeeeneenns 1,291 1,302
OthET @SSELS ..oivivivie et re s s s e e e e e rr e rbrens 4,375 2415 !
Investment in subs:dlalrles 562,893 409,931
$ 582,965 426,740
Liabilitics: and Stockholders' Equity:
Dividends payable ....}......... et eseee et s es e $ 6,276 5,151.
Subordinated debentures.........covoveeiriiiiiiiiicir et 115,000 85,000
Other lirabilities ........................................................................................... 5,546 3,350
Total Habilities.. L. .o e s 126,822 93,501
Common stock ’ ................................................................................ 523 483
Paid-in capital............ D e erere s s st 344,265 262,222
Retained eammings .....k........ooooooooorsooooioes oot seeese e 108,286 69,713
Accum||.llated other colmprehensive INCOME .o 3,069 821
Total stockholders’ equity.......cccooeoviimecvnceinciniinineniniins T 456,143 333,239
| $ 582,965 _ 426,740

82




16. Parent Company Information (Condensed)...continued Co e TR

.

n " "Statements of Operations <o w4 b Years ended December'3l, o U
' (dotlars in thousands) 2006 2005 2004
Revenues co L :
Dividends from subsidiaries..........cc.cccccoovo0.0. T v s resa sttt nes $ 25400 - 21,950 21,300
Oher INCOME ..ot e e 754 60 1,088
Intercompany charges for services........... SOOI AT %} § | 8,365 7,406
Total FEVENUES......cve e, - 35,865 30375 29,794
Expenses Lo : . s
Employee compensation and benefits. ... 6,508 - 5,144 4,517
Other operatin'g-expenses....................’......................................;....’.‘..‘. ......... 10,230 11,013 9,803
TOtal BXPENSES...c.oiieeieie ettt e e 16,738 16,157 14,320
Earnings before income tax benefit and equity in undistributed * oo “
earnings Of SUBSIAIAMIES ...c..o.ovviiiin s 19,127 14,218 15,474
INCOME tAX DENETTL. .. oo oeeeeeeeeeete ettt ee e e e e et e ream e eeeeaeesenas S 298 3,386 " 2316
Income before equity in undistributed earnings of subsidiaries................ 19,425 17,604 17,790
Subsidiary earnings in excess of dividends distributed............... A 41,706 34,769 26,826
NEE BATIIES. . ovvereer e et b s s bbb s bbbt e s $ 61,131 52,373 44,616
. U - - . ! = Y .
LY t T -
1L ¢ L. . L. i . . '
' £




16. Parent Company Information (Condensed)...continued

Statemellts of Cash Flows

T 1

Years ended December 3 1,

{dollats in thousands) 2006 2005 2004
Operating Activities ' l - .
Net earnings............. vererrerereean e teeernrrssinreerarmrasanereaaseeereansreeennenenareeeeenees $ 61,131 . 52,373 - .. 44,616
Adjustments to reconcile net ea:rnings to net cash
provided by operating activities: ' T
Loss on sale of investments avqilable-for-sale...........................'Z ................ : - o 451 1 . 274
Subsidiary eamiﬁgs in excess of dividends distributed.............ccccovviiviieen (41,706) (34,769) (26,826)
Excéss tax benefits related to the exercise of stock options........... Y (1,217) - . -
Net increase in other-assets and other [iabilities...................0.t veveveseserer. 4,986 4,709 2,359 -
Net cash provided by operating activities.........cocovevvrvreseesredonns Moo . 23,194 22,764 . 20,423
f T .
Investing activities. '
Purchases of investment securities available-for-sale.............c.ccccocoveeueeien. - o o= 0, .(35,802) .
Proceeds from sales, maturities and prepayments of securities
available-for-sale................ l RO SO C - 17,796 . 17,227 ., -
Equity contribution to subsuhary banks.......: : - (65,035) {56,206), - TemeL Ry
Net addition of premises and equ1pment ..................................................... {1,902) {949) (430)
Net cash used by mvestmg ACHVITIES . e vviciis et esre s (66,937} (39,359) (19,005)
Fmancmg activities | ) _ e , o
Proceeds from issuance of subordmated debentures ................................... 65,000 -- © 45,000 -
Repayment of subordinated debenmres......................: ............................ (35,000) . - LT
Cash dividends paid ................ ’.= .................................................................. (22,558) (19,05 1) (16,618)
Excess tax benefits from stock optlons ........... PP S 1,217 - ==
Proceeds from exercise of slock options and other stock issued............. 36,403 - . 5, 158 cov - 5439
Repurchase and retirement of stock .............. e - -- © (1,805)
Cash paid for stock dwtdends.! .................................................. {5) (8) (D)
Nel cash provided (used) by ﬁnancmg ACHIVIEIES. .eeui v eeraranararscnsseeee e 45,057 (13,901) 32,007
th increase (decrease) in cash and cash equivalents............oooe 1,314 (30,496) 33,425
Cash and cash equivalents at beginning of year.............ccccevvnennrinnnnonenne, 13,092 43,588 10,163 .
Cash and cash equivalents at endiofyear......_.......Z".....................'...............$ 14,406 13,092 . . 43,588 -
. | T ~ B 1
17. Unaudited Quarterly Financial} Data . ) o , . '
Summarized unaudited quarterly ﬁnancijal data is as follows (in thousands except per sha;e amounts):
: }' . Quartei‘s 'Endeti, 2006 l ,
N March 31 June 30 September 30 December 31
Interest iNCOME ......cccovmrerenivvennsd [ $ 55,952 59,933 63,892 73,549
. INLETESt EXPENSE. ... eveivcrrcen e N . 19,644 22307 . 24887 . 28200
Net interest income................ e, 36,308 37,626 39,005 45,349
Provision for loan;losses........ ST 1,165 1,355 1,320 ‘1,352 . :
Earnings before income taxes....l ........... C oy 20,472 . 22,219 . 23,603 26,094 ' '
Net CarninNgs ..o cererraesenansecrernns ! ............... 5 13,629 14,666 ~ 15,806 17,030 )
Basic earnings per share............booenne. 0.28 0.30 0.32 0.33
Diluted earnings per share.....:.. -0.28 © 0.30 1031 0.32
Dividends per share’ 011 -/ Ol 0.11 0.12
Market range high-low ... ... $21'81-819.72 - $21.20-§1 8.69‘ “ $23.24-’$18.55'i '$25.25-821.99
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17. Unaudited Quarterly Financial Data...continued R '

. R Quarters Ended, 2005 -
o o A March 31 June 30- -~ September 30  December 31
INterest iNCOME ....voveveverereeeeeeeceeee s $ 40,507 46,545 49,570 ¢« v.-53.363
Interest eXpense........ocoeerrecccenfuvneneenns - 12051.. . . 14458 . 15810 . 17,659
Net interest inComMe......ooovvvviviiinieninnns . 28,456 32,087 ' 33760 - - +35704
Provision for loan losses..................... . 1,490 1,552 - 1,607 1,374
Eariings before income taxes............... . 17,000 19,572 o 20,313 20,799
Net earnings ........occcovnnnnnnnd L s 11,520 . .- - 13,090 - 13,575 i 14,188 -
Basic earnings per share..............coen . 024 oo, +0.28 - . 029 0.30
Diluted earnings per share..... 2730 . . 025 . . . i027 - . 028 0.29 .
D1v1clends per share ...............! R . 0.09 0.10 . . 010 i 0.11
Market range hlgh AOW $18.65-$15.73 $17.59-814.05  $20.93-817.27  $22.33-$18.67

18. Fair-Value of Financial Instruments : L s .
Financial instruments have been defined to generally mean cash or a contract that implies an obligation to deliver cash or ancther
financial instrument to another entity.. For purposes of the Company’s Consolidated-Statement of Fmancm] Condition, this includes

the followmg items: oo . TS
’ T 2006 2005

{dollars in thousands) Amount Fair Value Amount Fair Value
Financial Assets: K ) . . o
Cash on hand and in.banks........... T e e e e e e renas S 136,591 136,591 111,418 111,418
Federal funds sold........ S SO 6,125 6,125 7,537 7,537
Interest bearing cash deposits ........................................... . 30,301 -30,301 ., - 13,654 13,654
INVEStMENE SECUTITIES «.oofereieeeee e i vesnar e e e e s eenee e e - 343,370. 343,370 - 330,808 330,808
Mortgage-backed SECUNHES .....ocovveirieeerecnirineneee e 426,550 . . 426,550 585,718 585,718
FHLB and FRB stock R 55,717 , 55,717 » 53,529 | 53,529
Loans receivable, net. ./ ..ormeuors it e 3,165,524 - 3,139,276, 2,397,187 2,351,640
Accrued interest receivable. ... PR 25,729 25,729 19,923 19,923
Financial Liabilities: . = SR o - .
DEPOSILS ....ovcrreverrees Fssiersesseneons s s e . 3,207,533 3,206,007 2,534,712 2,533,171
Advances from the FHLB of Seaitle... 307,522 302,441 402,191 391,128
Repurchase agreements and other borrowed funds......... 338,986 : 338,986 317,222 317,222
Accured interest payable.............oooi 11,041 11,041 7437 - - 7,437
Subordinated debentures..........ooooiiiiiiiiii i 1 15‘,000 116,124 85,000 83,836

Financial assets and financial liabilities other than securities are not traded in active markets. The above estimates of fair value
require subjective judgments. Changes ‘in the followmg .methodologies. and assumptions could significantly affect the estimates.
These estimates may also vary sngmﬁcamly from the amounts that. could be realized in actual transactions.
Financial Assets — The estlmated fair value is the book value of cash, federal funds sold, interest bearing cash deposits, and accrued
interest receivable, For investment and mortgage-backed securities, the fair value is based on.quoted market prices. The fair value of
Federal Home Loan Bank of Seattle and Federal Reserve Bank stock is the book value, due to the stocks being restricted because they
may only be sold .to another member institution or the FHLB or FRB at their par values. The fair value of loans is estimated by
discounting future cash flows using current rates at which similar loans would be made., .
Financial Liabilities — The estimated fair value of demand and savings deposits is the book value since rates are regularly adjusted to
market rates. . The estimated fair value of accrued interest payable is the book value. Certificate accounts fair value is estimated by
discounting the future cash flows using current rates for similar deposits. Advances from the Federal Home Loan Bank of Seattle fair
value is estimated by d1scountmg future cash flows using current rates for advances with similar weighted average maturities.
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- 18, Fair Value‘of Financial lnstrurﬁents...continued N O R PO

Repurchase agreements and other borrowed funds have variable interest rates, or are short term, so book value approximates fair
value; The subordinated debentures’ falr value is based‘on quoted.market prices or comparlson pncmg lo a similar. product
outstandmg atyear-end. + ¢+, [ T AT R . . - Y

Off-balance.sheet financial-instruments l—— Commitments to extend credit and létters of credit represent the principal categories of-off-
balance.sheet financial instruments. Rates for! these commitments are set at time of loan closing, so no adjustment is necessary to
reflect these commitments at market valle. See Note 4 to consolidated financial statements. it ’

19 Contmgenc1es and Commltmenlts w WL L e R T T Coeh 4
‘1 A T.‘ . o . - T S LI ¥ - * . . ' . o * [ vt

¢ e F ' . e g L

The Company leasés certain land, premises and equipment'from thlrd parties.under operating and capital leases. - Total rent expense
for the years ended December 31, 200(|5 2003, and 2004 was approximately $1,784,000 $1,334,000, and $1,151,000, respectively.
Amortization of bmldmglcapltal lease assets is included in- deprematlon One of the Company’s subsidiaries has entered into lease
transactions ‘with- two of its directors: and the related party rentiexpense for the years ended December31, 2006, 2005, and 2004 was

approximately '$333,000, | $273,000, anld $221000. " The total future-minimum. rental- commitments- ‘required under- operating and

capital leases:that have initial or remaining - noncancelable lease -terms in excess of one 'year at'Decembér 31, 2006 are.as follows
(Doltars in thousands): | . , U TE
B T N B N " Capital- * Operating '+ " 9 e e
'i" v# ot Years edded December31. aE o " Ldases ' ' Leasess - Total LT enew ot
S et an D D e .t R T L T o v
o007 el e et T oy 208 TLTIE 1,940 % <1
2008 226, 1,523 1,749 ‘ )
2009 229 1,259 "¢ 1,488 e
2010 - 231 1,195 1,426 o
et 2011 oo e g3 v e 10930 0 ’
e '.,""Thereafter b . :, sl .' - 2,654 B "2,836' . 5,490‘:' ‘ o

Tola] minimum lease paymems , a8 '3,79,'.5 0,389 13,186 " J L "

Less: Amounts, representmg interest 1,571
s s o e o e~ PresentValue ofmmlmumrlease payments;.s ., . 2,226+ . . - L
e, v ¢ oLess: Currént pr'ortion'of LT LT R LT C L S LR B Con
A ) T obllgatlons under capltal leases iy : s e (5T SRR oo, Tt
wt ey g g Long-term portlon of - Y Y T R R e \ , e R L
 obligations under capltal leases : B [ I R
Bty o ! : L N Y T A Tt : HE ‘.'l" Lt BEEE JEE ""j o L

The, Company is a defendant in ]egal proceedmgs arising in- the normal course 'of business. ln the opinion-of management,.the
disposition of pending litigation will-not have a' material effect on the Company’s. consohdated financial position, results.of operations
or liquidity. !

20. Acquisitions

On October 1, 2006, CDC and its five banking subsidiaries located across Montana were acquired and became bank subsidiaries of
the Company. These subsidiaries mcldde Citizens State Bank, First Citizens Bank of Billings, First National Bank of Lewistown,

Western Bank of Chinook, and First szens Bank, N.A. The acquisition included total assets of $457 million, loans of 3304 million,

and deposits of $363 million. The purchase price included core deposit intangible of $7,863,000 and goodwill of $39,716,000. On
January 26, 2007, Citizens State Bank, First Citizens Bank of Billings, and First Citizens Bank, N.A. were merged into First Security,

Western, and Glacier, respectively, witﬁout name change to First Security, Western, and Glacier. It is anticipated that during June of
2007, Western Bank of Chinook will merge into First National Bank of Lewistown,.

On September 1, 2006, the Company completed the acquisition of Morgan with total assets of $89 million, loans of $41 million, and
deposits of $67 mllhon | The bank operates from two banking offices in Morgan and Mountain Green, Utah. The purchase price
included core deposu mtanglble of $896,000 and goodwrll of $10,901,000.

'
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20. Acquisitions...continued R L

On October 31, 2005, First Security completed the acquisition of Thompsoh Falls Holding Co. and its subsidiary ‘bark First State.Bank,
with total assets of $153 million, loans of-$109 million, and deposits of $109 million: The bank operates from two banking offices in
Thompson Falls and Plains, Mentana. The purchase price included core deposit intangible of $914,000 and goodwill of $7,508,000.

On May 20, 20{)5 Mountain West completed the acquisition of the Zions National Bank branch in Bonners Ferry, Idaho, with total assets of
$24 million, loans of :$5 million; and deposits of $24 mjlllon The purchase price 1ncluded core deposit mtangtble of $211, OOOIand
goodwill of $2,154,000. . ST . . i . i

On April 1, 2005, the Company completed the acquisition of Citizens Bank Holding Company and its subsidiary bank Citizens Community
Bank, Pocatello, Idaho, with total assets of $126 million, loans of $89 million, and deposits of $101 million. This bank operates from three
- banking offices in Pocatello and Idaho Falls, and a new branch in Re: Iiburg, Idaho. The purchase price included core deposrt mtanglbl of
$975,000 and goodwrll of $9, 553 ,000.. o . S i g -
On February 28 2005 the Company completed the acqursrtron of 1* Bank; Evanston Wyormng, w1th total assets of $267 million, loans of
$88 million, and deposits of $225 million. This bank has seven locations in western Wyoming and became the first subsidiary bank of the
Company to_be located in the state of Wyoming. The purchase price mcluded core deposit-intangible of $2,446,000 and - goodw11[ of
$22,508,000. : i

The acquisitions were accounted for under the purchase method of accounting. Accordingly, the assets and liabilities of the acquired
Banks were recorded by the Company at their respective fair values at the date of the acquisition and the results of operations have
been included with those of the Company since the date of acquisition. The excess of the Company’s purchase price over the net fair
value of the assets acquired and labilities assumed, including identifiable intangible assets, was recorded as goodwill,

21. Operating Segment Information

C Ty . . '
SFAS No. 131, Financial Reporting for Segments of a Business Enterprise, requires that a public business enterprise report financial
and descriptive information about its reportable operating segments. According to the statement, operating segments are defined as
components of an enterprise about which separate financial inforrnation is available that is evaluated regularly by the chief operating
decision maker in deciding how to allocate)resources and in assessing performance

The Company evaluates segment performance internally based on individual bank charter, and thus the operating segments are so
defined. However, the five subsidiaries acquired as a result of the acquisition of CDC during 2006 are one reporting segment for
purposes of financial reporting for the year ended December 31, 2006. All segnients, except for the segment defined as “other,” are
based on commercial banking operations. The operating segment defined as “other” includes the Parent company, non-bank
operating units, and eliminations of transactions between segments. :

The accounting policies of the individual operating segments are the same as those of the Company described in Note 1. Transactions
between operating segments are primarily conducted at fair value, resulting in proﬁts that are eliminated for reporting consolidated
results of operations, Expenses for centrally provided services are allocated based on the estimated usage of those'services.

-
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21. Operating Segment Information . . . continued o . K

i . ¥ - . ‘
. '
(

(dollars in thousands) ce C e e

Mountain First , b '

2004 Lt West Glacier Security Western Big Skv Vailey Whitefish Other Consolidated
Netinterestincome. .. .......... 0., $ 22,552 24,541 24,372 15,663 9.361 8,959 6,393 (4.448) 107,393
Provision for loan !osscs ............. (1,320) - (1,075).+ _(600) - (510) {440) (250) - - (4.195)
Net interest income afier - [ 1 - . . o, = .

provision for loan losses . ........... 21,232 23466 . 23,772 15,663 8,851 8,519 6,143 (4.448) 103,198
Noninterest income .. ......... LA ‘12,315 8,652 3,684 3.583 2,249 2,940 1,419 s 2T 34,565
Core deposit amortization. . .......... (e 10)] (276) (216) (279) {33) (60) - ’ - (1,074)
Other noninterest expense. . ... ... DO (21,290) (14980 (10.184) (9,016) {5,190) (6,020} {1.280) (1.099) (71.059)
Eamings before income taxes .. . .. ... 12,047 16,862 17,056 951 5,877L . 5,379 4,282 4 (5,824) T 65,630
Income tax (expense} benefit. .. ... .... (3,769) (5,704) (5,572) (3,039) (2,157 {1,632} (1,457} 2,316 (21,014)
Netincome ...........o.vvivinn.. 8,278 E1;158 11,484 6,912 3,720 3,747 2,825 (3,508) 44,616

[ . . . [ - .
ASSEIS oL N % 629,205 646,523 ¢ 626,341 446,502 241,056 | 241,'518 16941t - 10,181 3,010,737
Loans,net.............. e 382,819 398,187 320,826 210,184 161,761 - 119,626 102,746 {341) 1,701,805
Goodwill ................... e 21,005 4,084 4,657 3848 - 1,752, 1,770 260 - 37,375
Deposits .. .o.vvnennninonn e 431,662 393,655 359,918 207,711 132,853 146,660 98,605 , (41,156) 1,729,703
Stockholders' equity .. ......... L 67,002 64,207 ] 56,004 49,095 20_‘567 20,052 13,839 (20,582} 270,184

\ . - . -

H

22. Subsequent Events
On January 22, 2007, a definitive agrcement to acquire | North Side State Bank of Rock Spring$, Wyoming was announced. As of
September 30, 2006, North Side had total assets of $121 million and deposits of approxnmately $100 million. Upon completion of the
transaction, which is subject to regulatory approval and' other customary conditions of closmg, North Side will be merged into 1*
Bank, the Company’s Evanston, Wyommg subsidiary, N T - ‘- g

- . - - o Y
] ' ;

On January 19, 2007, as previously announced, as a condmon imposed by the bank regulators to acqmre CDC the Company completed the
sale of its Western Security Lewistown branch to the BanK-of the Rock:es The branch had estimated loans of $16 million and depoqus of
$25 million and was sold at a gain of $1.6 million. | 4 E o '
23. Impact of Recently Issued Accountmg Standards
l i o *

In September 2006, the Sccuntles and Exchange Commission issued Staff Accountmg Bulletm (SAB) 108 Cons:dermg the Ejfec.s af
Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements, expressing the staff’s view
regarding the process of quantifying financial statemeént misstatements. SAB 108 'requires that when quantifying misstatements for
the purposes of evaluating materiality, the effects on ‘both the income statcmenl and balance sheet should be considered. The
Company has evaluated the'requirements of SAB 108 and it did not have a- mateglal effect on the Company’ s financial position or

results of operations. ~ * - - oo E
| N . . ¢ - - N
In September 2006', the Financial Accounting Standards Board (FASB) issued SFAS No. 157, Fair Value Measuremenis, which
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles (GAAP), and’expands
disclosures about fair value measurements. This Statement applle, under other accountmg pronouncements that require or permit fair
value measurements, FASB having previously conctuded in those accounting . pronouncements that fair 'value is the Televant
measurement attribute, Accordingly, this Statement does not require any new fair value measurements. SFAS No. 157 is effective for
financial statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. The
Company is currently evaluating the impact of the adoption of this standard, but does not expect it to have a material effect on the

Company’s financial position or results of operations..




During the year ended December 31, 2004 and from December.31, 2004 through June 13, 2005, the date on which BKD was selected
to be engaged to be the Company’s independent accountant, neither the Company nor anyone on its behalf had consulted BKD with
respect. 10 any -accounting or auditing issues involving the Company. In particular, there was no discussion with the Company
regarding the application of accounting principles to a specified transaction, the type of audit opinion that might be rendered on the
financial statements, or-any related item. Subsequent to BKD, being engaged, there have been no changes or disagreements with
accountants on accounting and financial disclosure. .

KPMG fumtshed a letter, addressed to the SEC, statmg that they agree wnth the - above statements, except that they were not in a
position to agree or disagree with the first paragraph and the-last paragraph.

.
"

Item 9a. Controls and Procedures - : .
e, . . o . LB R . . t

Evaluation of Disclosure Controls and Procedures. 'An evaluation was carried out under the supervision and with the participaticn of
the Company’s - managemént, including the Chief -Executive Officer (“CEOQ”) and Chief Financial -Officer: (“CFQ”), of the
effectiveness of our disclosure controls and procedures.: Based on that evaluation, the CEQ and CFO have concluded that as of the
end of the period covered by this report, our disclosure’ controlsrand procedures are effective to provide reasonable assurance that
information required to be disclosed by us in reports that we file or submit under the Securities Exchange Act of 1934 is recorded,
processed, summarized and timnely reported as provided in the SEC’s rules and forms. As a result of this evaluation, there were no
significant changes in our internal control over financial reporting during the three months ended. December 31, 2006 that have

materlally affected, or are reasonable llkely to matenally affect, our mtemal control overfinancial reportmg
o .

Management s:Report on- Intemal Control Over Financial Repo ing  Management is resp0n51ble for establishing and maintaining
effective internal control over financial reporting as it relates to its financial statements presented in conformity with U.S, generally

accepted accounting principles. The Company’s internal control system was designed to provide reasonable assurance to the
Company’s management and Board of Directors' regarding the preparation and fair presentation of published financial statements in
accordance with U.S.. generally accepted accounting principles. Internal control over financial reporting inctudes self monitoring
mechanisms and actions are taken to correct deficiencies as they are 1dent1ﬁed ' : I

There are inherent limitations in any internal control, no matter how well designed, misstatements due to error or fraud may occur and
not be detected, including the possibility of circumvention or overriding of controls. Accordingly, even an effective internal control
system can provide only reasonable assurance with respect to financial statement preparatlon Further, because of changes in
conditions, the effectlveness of an internal control system may vary over. t:me :

Management assessed its internal control structure over financial reporting as of December 31, 2006. - This assessment was based on
criteria for effective internal control over financial reporting described in “Internal Control — Integrated Framework” issued by the
Committee of Sponsoring Organizations of the Treadway Commission. The assessment performed by management of its intesnal
control over financial reporting as of December 31, 2006 did not include the following entities-which were acquired by the Company
during fiscal year 2006 CDC and its five subsidiaries and Morgan (collectively, the “Acquisitions”). CDC and Morgan represent
approxamately 10 percent and 2 percent, respectively of the assets of the Company on a consolidated basis. Based on this assessment,
management asserts that Glacier Bancorp, Iiic. and subsidiaries (except those sub51d1artes acquired in the Acquisitions) maintained
effective internal control over financial reporting as it relates to its financial staternents presented in conformity with accounting
principles generally accepted in the Umtes States of America. There ‘was no ‘material change to the internal control over financial
reporting as a result of the Acquisitions. ~

BKD LLP, the indepéndent registered public accounting firm that audited the - financial statements for thé years ended
December 31, 2006 and 2003, has issued an attestation report on management’s assessment of the company’s internal control gver
financial reporting. Such attestation report expresses unqualified opinions on management’s assessment and on the effectiveness of
the Company’s internal control over ﬁnan-:lal reportmg as of December 31, 2006 and 2005.

N - i i v

Item 9b. Other Informatlon
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PART III

Item 10. Directors and Executive Officers and Corporate Governance

Information regarding “Dtrectors and Executwe Officers of the Registrant” is set forth under the headings “Information with Respect
to Nominees and Other Directors - Background of Nominees and Contmumg Directors” and “Security Ownership of Certain
Beneficial Owners and Management ~ Executive Officers who are not Dlrectors of the Company’s 2007 Annual Meeting Proxy
Statement (“Proxy Statement ") and is 1nd0rp0rated herein by reference I oo o
Information regarding “Compllance wrth Section 16(a) of the Exchange Act is set forth under the section “Comphance w1th Section
16 (a) Filing Requirements”™ of the Company s Proxy Statement and is 1ncorporated hereln by reference.

Information regardmg the Company’s audlt committee ﬁnancml expert is set forth under the heading “Meetings and Commmees of
Board of Dlrectors—Commlttee Membersh:p in our Proxy Statement and is mcorporated by reference.

f
Consistent with the requirements of the Sarbanes—Ox]ey Act the Company has a Code of Ethics applicable to senior financial officers
including the principal executlve officer. The Code of Ethics can be accessed electronlcally by visiting the Company’s website at
www.glacierbancorp. com ‘ _ o e C .

, [ R .
Item 11. Executive Compensatipn - L -

Information regarding “I?,xecutive Cornpensation” is set forth under the, headings-“Compensation of Directors”, and “Executive
Compensation™ of the Company’s Proxy Statement and is incorporated herein by reference. RS
1. . ' -

Item 12. Security Ownership of Certain Beneﬂcial Owners and Management

Informatlon regarding “Security Ownershlp of Certain Beneﬁt:]al Owners . and Managemem is set forth under the headings
“Information with Respect to Nommees and Other Directors,” “Security Ownership of Certain Beneticial Owners and Management -
Executive Officers who are not Directors” and “Beneficial Owners” of the Compary’s Proxy Statement and is incorporated herein by
reference. | RN

t

Item 13. Certain Relationships and Related Transactions and Director Indépendence

Information regarding “Certam Relatlonshlps and Related Transactions” lS set forth under the heading “Transactions with
Management” of the Company s Proxy Statement and is incorporated herein by reference

ltem_14. Principal AccountingfiFees and Services

Information regarding “Prmcrpal Accountmg Fees and Services” is set forth under the heading *“Auditors” of the Company’s Proxy
- Statement and is incorporated heréin by reference.

'..L . . !.

| PARTIV

Item 15. Exhibits ahd Financial Statement Schedules

List of Financial Statements and Fimlmcial Statement Schedules , L e

(a) (1)and (2) Financiai Statements and Financial Statement Schedules

1

The financial statements :and related documents listed in the index set forth in [tem & of this report are filed as part of this report.

All other schedules to the consohdaled financial statements required by Regulation S-X are omitted because they are not applicable,
not material or because the information is included in the consolidated financial statements or related notes.




()

The following exhibits are included as part of this Form 10-K:

Exhibit No.

3(a)
3(b)
10(a) *
10{b) *
10(c) *
10(d) *
10(e) *
10(f) *
10(g) *
10(h) *
10(1) *
14

21
23(a) -
23(b)
31.1
312

32

(1
2
3
4
)
®

Exhibit"

© 2005 Stock Incentive Plan and related agreements (4)

. V! . . * " A

Amended and Restated Articles of Incorporatlon 6)
Amended and Restated Bylaws (1)

Amended and Restated 1995 Employee Stock Option Plan and retated agreements (2)
Amended and Restated 1994 Director Stock Option Plan and related agreements (2) -
Deferred Compensation Plan effective January 1, 2005 (3)

Supplemental Executive Retirement Agreement (3)

1 1

Employment Agreement dated January 1, 2007 between the Company, Glac1er
Bancorp, Inc. and Michael J. Blodnick (6) St
Employment Agreement dated December 22, 2006 between the Company, Glacier
Bancorp, Inc. and Ron J. Copher (6)

) Employment Agreement ddte January 1, 2007 between First Security’ Bank of Missoula

and William Bouchee (6)

Employment agreement dated January 1, 2007, between Mountain West Bank and Jon
W. Hippler (6)

Code of Ethics (5) .

Subsidiaries of the Company (See item 1, *Subsidiaries’ )

Consent of BKD LLP (6)

Consent of KPMG LLP (6)

Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes Oxley
Act 0f 2002 (6) - b
Certification of Chief Financial Ofﬁcer Pursuant to Section 302 of the Sarbanes Oxle ¥
Actof 2002 (6) “

Certification of Chief Executive Off’ icer and Chlef Financial Officer pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes — Oxley Act of
2002 (6)

Incorporated by, reference to Exhibit 3.ii included in the Company’ s Quarterly Report on
form 10-Q for the quarter ended June 30, 2004.

Incorporated by reference to Exhibit 99.1 - 99.4 of the Company s 5-8 Registration
Statement (No: 333-105995).

Incorporated by reference to exhibits 10(g) and IO(h) of the Company’s Annual Report
on Form 10-K for the fiscal year ended December 31, 2004,

Incorporated by reference to exhibits’ 99.1 through 99 3 of the Company’s S 8
Registration Statement (No. 333-125024),

Incorporated by reference to Exhibit 14, included in the Company’s Form 10-K for the
year ended December 31, 2003.

Exhibit intentionally omitted.

* Compensatory Plan or Arrangement
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SIGNATURES

PURSUANT to the requirements of Sectlon 13 or 15 (d) of the Securities Exchange Act of 1934, the Registrant has duly caused this

report to be signed on its behalf by the undersx;,ned thereunto duly authorized on February 28, 2007.

GLACIER BANCORP, INC.

By: /s/ Michael J. Blodnick

Michael J. Blodnick
President/CEO/Director

PURSUANT to the requirements of the Securmcs Exchange Act of 1934, this report has been signed below on February 28, 2007, by

the foilowing persons in the capacities indicated.

/s/iMichael 1. Blodnick
Michael J. Blodnick

/s/James H. Strosahl
James H. Strosahl

Maijority of the Board of Directors

/s/ Everit A. Sliter
Everit A. Sliter

/s/ James M. English
James M. English

/s! Allen Fetscher
Allen J. Fetscher

{s/ Jon W. Hippler
Jon W. Hippler

/s/ Craig A. Langel
Craig A. Langel

/s/ L. Peter Larson
L. Peter Larson

/s! Douglas J. McBride
Douglas J. McBride

/s/ John W. Murdoch
John W. Murdoch

President, CEQ, and Director
(Principal Executive Officer)

Executive Vice President and CFO
(Principal Financial/Accounting Officer)

Chairman

Director

Director

Director

Director

Director

Director

Director
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